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AIR CARGO TRANSPORTATION 
AND MARKETING‘ 


DWIGHT L. GENTRY 
Wake Forest College 


HE history of transportation has been 
T marked by a series of evolutionary 
steps. Each advance in turn has been re- 
placed or supplemented by a still greater 
advance. Air cargo transportation now 
stands as the most recent development in 
property transportation. Air transport 
faces many obstacles not common to sur- 
face carriage. On the basis of present tech- 
nology, one can safely predict that it will 
not become a serious competitor with 
surface carriers on a basis of tonnage 
hauled. However, the continued develop- 
ment of air cargo transport may divert a 
significant portion of express traffic from 
surface carriers, and it is in this area that 


* This article is based on a doctoral thesis, “The 
Development of Air Cargo Transportation and Its 
Influence on Marketing,” completed at the Univer- 
sity of Illinois in 1951. 


air-surface competition assumes impor- 
tance. 

The term air cargo, as used here, in- 
cludes all property moving by air whether 
by air express or by air freight. Statistics 
on air express movement date back to 
1927; air freight became a separate classi- 
fication in 1944, with separate statistical 
data available since 1945. ~ 

From 1946 through 1949, the volume 
of air cargo transported increased approx- 
imately 234 per cent. However, the total 
volume moved by air still remains a frac- 
tion of 1 per cent of that moved by sur- 
face carriers. The importance of air cargo 
transportation as an influence on market- 
ing does not derive from the tonnage vol- 
ume handled but from the fact that the 
products transported by air are of com- 
paratively high value. Also significant is 
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the rapid growth and sharp decline in 
rates since 1945, thus demonstrating that 
the air cargo industry is something more 
than a war-born phenomenon. 

This article makes no effort to argue 
the case for the expansion of the move- 
ment of goods by air, but it does attempt 
to show what has taken place in the de- 
velopment of the industry, the advantages 
and disadvantages arising from the use of 
air cargo service in marketing, and the 
considerations underlying future devel- 
opment. Conclusions have been drawn 
with due regard to the present status of 
surface transport and with the possibility 
in mind that the rapid development of 
air transport may stimulate improve- 
ments in surface carriage. 

Much helpful information on the sub- 
ject was gained through direct corre- 
spondence with numerous air lines en- 
gaged in air cargo transport. Observation 
of air cargo handling at intervals during 
the years 1948 and 1949 proved of value 
in dealing with the practical aspects of 
the subject. Data from secondary sources 
were drawn upon to present the historical 
aspects and to trace the relationship be- 
tween air cargo transportation and mar- 
keting. Primary and secondary data were 
organized and evaluated to show the de- 
velopment of the air cargo industry and 
the past, present, and potential influence 
of air carriage upon marketing. 


SUMMARY OF DATA 


A study of those commodities which 
are now moving by air reveals the gen- 
eral characteristics of an air candidate. 
An air candidate is defined as any com- 
modity, the value of which at the point 
of destination is sufficiently enhanced by 
speed in transit to warrant transportation 
by aircraft. The inherent factors which 
determine an air candidate are, generally, 
the density, the fragility, the perishabil- 


ity, and the intrinsic value of the com- 
modity; the incidental factors are the ad- 
vertising and novelty value attaching to 
airborne commodities, the increased utili- 
zation of property, and the emergency or 
urgent need for speed in transportation. 


Air-Transport Marketing Advantages 

Products qualifying as air candidates 
derive certain marketing advantages 
which result from the use of air transport. 
Air cargo service may permit broader 
markets, lower inventories, smaller in- 
vestments, reduced storage requirements, 
fewer markdowns, faster turnover, better 
products, and lighter packaging. Broader 
markets are a result of the ability to trans- 
port perishable products into areas pre- 
viously unaccessible and of the manufac- 
turer’s ability to use air transportation in 
maintaining better control over produc- 
tion and distribution. The speed of the 
plane in transporting goods enables the 
distributor to maintain smaller inven- 
tories and to order more frequently. Re- 
duced inventories require smaller invest- 
ments in stock and contribute to im- 
proved buying techniques. Since orders 
are not placed far in advance, the mer- 
chant is able to observe the best sellers 
and to reorder in those lines. This in turn 
reduces the customary markdowns and 
losses from buying mistakes. Another ad- 
vantage growing out of the speed of air 
transport is the possibility of delivering a 
product that is more acceptable to the 
customer. Perishables are delivered in a 
better state of preservation, and, in the 
case of agricultural products, the faster 
delivery allows the product to remain on 
the tree or vine until fully matured. Still 
another advantage is found in the lighter 
packaging customary in air shipping. A 
light package is satisfactory since the 
product is not subjected to the shock 
common in surface carriage. 
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Marketing Disadvantages 


Marketing disadvantages encountered 
in using air cargo service are high cost, 
delays in service, inconvenience of serv- 
ice, inadequate service, and unsuitable 
equipment. The problem of high cost 
has long been regarded as the principal 
limiting factor in the use of air cargo 
transport. Although air cargo rates are 
comparable with railway express rates be- 
tween certain points, the air cargo rate, 
generally speaking, is higher than rail ex- 
press. This requires the user of the serv- 
ice to make final cost comparisons rather 
than direct rate comparisons to determine 
costs accurately. Final cost includes the 
cost of getting the product to the point of 
sale to the consumer. Many of the advan- 
tages of air cargo service tend to diminish 
the rate differential between air and sur- 
face carriage when final cost comparisons 
are made. 


Composition of Air Cargo 

At the end of World War II, it was 
thought that a large share of future air 
cargo traffic would consist of perishable 
food products; but traffic in perishable 
foods has not equalled expectation. Some 
fresh seafood has been flown from produc- 
tion areas to central markets but not on 
a regular basis. Comparatively small 
quantities of strawberries, tomatoes, and 
head lettuce are flown each year, but the 
only agricultural product flown in quan- 
tity so far has been cut flowers. The floral 
industry in California has reached an an- 
nual value of harvest amounting to $50,- 
000,000. The bulk of the flowers shipped 
are flown to midwestern and eastern mar- 
kets. 

Manufactured products make up over 
go per cent of the air cargo flown at the 
present time. Wearing apparel, machin- 
ery and machine parts, drugs, and printed 
matter are representative of the classes of 


products transported. A survey of manu- 
facturers indicated that the service was 
used because of the speed of delivery, the 
economy of service, the reliability of the 
service, and the convenience of the serv- 
ice. Since speed was considered the most 
important reason for using air transport, 
anything delaying speed of delivery was 
considered a disadvantage. 

The expansion of air cargo service to 
include a wider range of products is con- 
tingent upon further rate reductions and 
upon an increased willingness of shippers 
to use the service in the marketing of 
products. Reductions in rates and in- 
creased use in marketing are mutually 
supporting contingencies; the one cannot 
be achieved rapidly without the other. 
However, experience has shown that rate 
reductions alone may not stimulate traf- 
fic as expected. The job of inducing the 
shipper to turn to a new mode of trans- 
portation involving unfamiliar proce- 
dures is one requiring a process of educa- 
tion. Rate reductions, accompanied by 
an educational program, should result in 
a continued expansion of air cargo vol- 
ume. An increased volume of traffic 
should in turn permit operational econ- 
omies and thus further rate reductions. 
The problem of an increased volume of 
air cargo and its influence on costs leads 
to a consideration of the economics of air 
cargo transport. 


Demand for Air Cargo Service 


In the postwar development of air 
cargo service, the supply of the service has 
generally exceeded the demand. As a re- 
sult of this situation attention has been 
drawn to the problems of demand. In 
studying demand it is necessary to recog- 
nize several types of air cargo service. 

There is a certain amount of traffic for 
which the air carriers are, pricewise, a 
possible substitute for the surface car- 
riers. This is the high priority express 
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traffic handled by the surface carriers. It 
is also the type of traffic which the air car- 
riers classify as consisting of air candi- 
dates. At any given time the quantity and 
variety of potential air traffic would de- 
pend to a degree upon the state of tech- 
nology prevailing in the air transport in- 
dustry. This is equivalent to saying that 
at a given time and in a given area the 
quantity of potential air cargo traffic is 
fairly well defined. The cost of air car- 
riage in relation to surface transport has 
been a principal factor in defining poten- 
tial air cargo traffic. If the price relation- 
ship between air and surface transport re- 
mained constant there would exist only a 
certain amount of traffic to be diverted to 
air carriage. 

In regard to the type of traffic referred 
to above, changes in the air-surface price 
relationship may influence the demand 
for air service. As air rates become com- 
petitive with surface rates the demand for 
air service would be relatively elastic. 
Small reductions in air rates would pro- 
duce relatively large changes in the 
amount of air service demanded. As air 
rates move in the direction of surface 
rates a point eventually would be reached 
where the potential air traffic in a given 
area would have been diverted to air car- 
riage. This point of view is based on the 
belief that potential air traffic at a given 
time and in a given area is more or less 
defined by the state of technology. This 
being the case, the demand for air cargo 
service would be elastic until potential 
traffic has been diverted. Once the poten- 
tial traffic has been diverted small rate 
reductions would no longer result in rel- 
atively large increases in demand. It is 
true that, if the rates continued to de- 
cline, or surface rates to rise, a point 
would be reached where new air 
candidates would emerge as potential 
traffic, and presumably the demand for 
cargo service would again become elastic. 


However, it is believed that at the present 
time rate reductions large enough to ex- 
pand the present list of air candidates 
would have to depend to some degree 
upon changing technology. In the above 
discussion of elasticity, technological con- 
ditions are assumed to be static in a given 
area at a given time, and thus it follows 
that potential air traffic is a fixed quan- 
tity and the demand for the service is rel- 
atively elastic until the potential has been 
diverted to air carriage. Once the poten- 
tial has been diverted, conditions of rela- 
tive inelasticity may prevail. 

Another type of air cargo traffic con- 
sists of those items which are so perishable 
that if they did not move by air they 
would not move at all. In this case the de- 
mand for air cargo service would be rela- 
tively inelastic. Changes in the price of 
air cargo service would not influence de- 
mand unless price rose sufficiently high to 
curtail the operations of the shipper or to 
drive him from the market. 

Emergency shipments make up still an- 
other type of air cargo traffic. In the case 
of emergency items, final cost considera- 
tions are of more importance than the di- 
rect rate charged. The demand for service 
in the shipment of emergency goods is 
likely to be both elastic and inelastic; in- 
elastic at extremely high and low rates 
and elastic at rates near those charged by 
the surface carriers. The difference in the 
demand for service in emergency ship- 
ping and the demand for service in han- 
dling the first type of traffic cited above, 
arises from the fact that the “area of elas- 
ticity” is much wider for emergency 
goods because of the final cost considera- 
tions. Interdependent conditions of de- 
mand and supply exist in regard to the 
air cargo service furnished by the combi- 
nation passenger-cargo carriers. Condi- 
tions of joint services and joint costs are 
present. Joint services produced may be 
both complementary and substitutive. 
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Air Cargo Volume and Rates 


As an air line progresses from part utili- 
zation to full utilization of its facilities, 
internal economies which result in lower 
costs are experienced. It is considered dif- 
ficult to ascertain the optimum size for 
an air transport firm, but until such a 
size is approximated, some economies of 
scale should result. It is also debatable as 
to whether external economies arise from 
an increase in the size of the entire cargo 
transport industry. Such economies may 
occur if the aircraft industry purchases 
parts—engines for example—from a man- 
ufacturer experiencing internal econo- 
mies from increased output. 

The economics of air cargo transport 
affords the background for the rate-mak- 
ing process. In the air cargo industry there 
are two basic approaches to rate-making: 
(1) a procedure using the average cost of 
performance as a basis for determining 
rates and (2) a pricing of the service with 
the objective of increasing volume and 
thereby lowering cost. The established 
air lines have relied toa great extent upon 
the cost-of-performance principle. The 
all-freight carriers, which were organized 
after the war, started operations with a 
pricing system designed to produce vol- 
ume. The resulting rate war and the sub- 
sequent costly legal proceedings obscured 
the outcome of this effort. The Civil Aero- 
nautics Board (CAB), in fixing a mini- 
mum rate, is believed to have relied heav- 
ily upon the cost of performance princi- 
ple. 

Several volume and cost studies have 
been made in an effort to predict the 
potential air cargo traffic. One of the 
earlier studies was that made by the Cur- 
tiss-Wright Company in 1944. This study 
predicted that if rates as low as 14 cents 
per ton-mile were achieved the volume 
of traffic by 1950 would exceed 500 mil- 
lion ton-miles. The rate was achieved, 


but the volume did not materialize. A 
study by Air Cargo, Inc. in 1945 was 
more conservative. A volume of 189,393,- 
ooo ton-miles was predicted if rates 
as low as 17 cents per ton-mile were 
achieved. Rates have fallen below 17 
cents, and the volume has exceeded that 
predicted. The Civil Aeronautics Ad- 
ministration conducted a study in 1948 
and predicted that by 1955 air cargo vol- 
ume would reach 1,150,000,000 ton- 
miles. By 1950 volume had grown to ap- 
proximately 220,000,000 ton-miles, and 
the rate of growth, although showing an 
annual increase, did not appear sufficient 
to attain the volume predicted for 1955. 
The most recent study was that made by 
the Port Authority of New York in 1950. 
This study predicted that the volume of 
air cargo would reach 1,517,500,000 ton- 
miles by 1980. The Port Authority in 
making the forecast based its estimates 
upon an analysis of national income, 
traffic trends, traffic patterns, market 
studies, and technological considerations. 

Despite the variations in these esti- 
mates, the studies have agreed in the pre- 
diction of an increased volume of air 
cargo traffic. The rate at which volume 
will expand is impossible to predict. 
Progress is being made in developing all- 
cargo equipment, and this should result 
in reduced rates. The role of the govern- 
ment in aiding the developmental phase 
of cargo aircraft production and perhaps 
the air cargo industry itself is unpre- 
dictable. The Korean War has given new 
emphasis to the need for cargo planes as 
a contribution to national defense. This 
has led to discussions relative to the pos- 
sibility of the government subsidizing a 
huge commercial air cargo fleet. Needless 
to say, if this should happen, the rate of 
expansion in air cargo volume would be 
tremendous. 
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International Air Cargo 


Most of the foregoing summary applies 
to both domestic and _ international 
trade. International air cargo is com- 
posed almost entirely of manufactured 
goods. Air export trade from the United 
States greatly exceeds its air imports, and 
the problem of directional unbalance is 
a factor adding to the high cost of opera- 
tions. Scheduled operators on overseas 
routes have found the lack of a return 
load to be a severe limiting condition. 
Non-scheduled carriers with more free- 
dom to move and to solicit business have 
proved more successful in international 
trade than have the scheduled lines. At 
the present time, the bulk of interna- 
tional air trade is with other North 
American countries and with South 
America. 

Carriers operating in international 
trade are regulated under the Civil Aero- 
nautics Act. Foreign carriers operating to 
and from the United States must apply 
for permission to do so. The liability is 
limited to that stated in the carrier's 
tariff. The future development of inter- 
national operations is believed to depend 
upon international trade conditions, 
upon the development of equipment 
which will lower cost, and upon the role 
of the government in sponsoring devel- 
opmental services and possibly subsidi- 
zation. 


CONCLUSIONS 


There are a number of problems of im- 
portance to the development of air cargo 
transportation and its use in marketing. 
It is believed that the following conclu- 
sions have particular significance in re- 
gard to these problems: 


1. The rate of development of air cargo 
transportation has been materially ac- 
celerated as a result of World War II. 

2. The rate charged the shipper is the most 


important limitation on the scope of air 
cargo transportation. 

3. In the marketing of products air cargo 
transportation has proved itself to be a 
potentially valuable tool. 

4. Traffic in food perishables has been 

slow to develop due to neglect in the 

marketing of airflown produce, and to 
the inadequate promotion of air cargo 
service itself. 

The high rates charged the shipper have 

tended to limit the use of air cargo serv- 

ice largely to the field of manufactured 
goods. 

6. The most direct approach to a reduc- 
tion in rates lies in the development of 
an increased volume of traffic and in 
the development of more suitable 
equipment. 

7. Directional unbalance of traffic is the 
major obstacle to the full utilization of 
air cargo transport facilities and to the 
realization of the resulting internal 
economies. 

8. The development of international air 
cargo service is handicapped by the 
problem of directional unbalance in 
traffic and no satisfactory solution is in 
prospect for the scheduled carriers. 

g. The regulation of air cargo transporta- 
tion by the Civil Aeronautics Board has 
been characterized by a policy of com- 
promise which has left the air cargo in- 
dustry in an uncertain position. 

10. The future rate of development of air 
cargo service will depend upon the state 
of technology, the role of the govern- 
ment, and the increased use of the serv- 
ice in marketing. 


Increase in Volume of Air Cargo 


For all practical purposes the study of 
air cargo transportation begins with the 
postwar period. It was in this period that 
several all-freight lines were organized 
by returning veterans who were able to 
purchase surplus equipment at a fraction 
of its initial cost. The appearance of the 
all-freight carriers spurred the estab- 
lished air lines in the promotion of prop- 
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erty transportation. It is believed that 
had the all-freight lines not appeared the 
development of property transportation 
by air would have been much slower. 
Without all-freight competition, the es- 
tablished air lines would undoubtedly 
have followed their prewar pattern of 
concentrating upon items with pro- 
nounced express characteristics. This 
conclusion is logical in view of the fact 
that the combination passenger lines 
were equipped to handle property car- 
riage as a joint service. The nature of the 
equipment in use was much more adapt- 
able to the typically small express pack- 
age rather than the larger bulky freight 
items. 

The postwar increase in the volume of 
goods transported by air represents an 
outstanding achievement for the indus- 
try. In 1945 the combined volume of do- 
mestic and international air cargo traffic 
amounted to 30,914,363 ton-miles. By 
1950 the volume had increased seven fold 
to reach approximately 220,000,000 ton- 
miles. As one might expect, the volume 
of goods transported by air is only a frac- 
tion of 1 per cent of that transported. by 
surface carriers. The figures cited may 
be considered indicative of possibilities 
regarding future development ‘rather 
than as proof of the airplane’s position 
in property transportation at the present 
time. However, an examination of the 
major forms of property transportation 
tends to show that the recent develop- 
ment of air cargo traffic may be more 
than a temporary phenomenon. The in- 
crease in the volume of air cargo trans- 
ported between 1941 and 1948 was much 
greater than that experienced by the sur- 
face carriers for the same period. 


Cost as a Limiting Factor 

Traffic volume has expanded rapidly 
in air cargo transportation, but the ex- 
pansion has been restricted to the trans- 


port of a comparatively small list of com- 
modities. In the development of air 
cargo service, cost has been the primary 
factor in limiting its use. It has been 
maintained that the cargo plane is com- 
petitive with the surface carriers only in 
so far as express traffic is concerned. This 
is a valid contention in view of the pres- 
ent cost of air movement, and with re- 
gard to anticipated rate reductions. The- 
oretically, the cargo plane may be used 
in the marketing of any item possessing 
time importance. If air and surface rates 
were identical, an almost unlimited 
quantity of products would move by air. 
However, since rates are not likely to be 
identical, the decision to ship by air de- 
pends upon the value of time utility in 
relation to the cost of air movement over 
surface carriage. Thus, in a discussion 
of air cargo transportation and market- 
ing, the rate becomes the central theme 
around which other considerations must 
develop. 


A Potentially Valuable Marketing Tool 


Air cargo transportation has proved its 
ability to become a potentially valuable 
tool in the marketing of products. The 
use of air cargo service so far has been 
negligible when compared to the total 
volume of goods transported by all car- 
riers. However, the use of the service in 
certain fields such as women’s apparel, 
machine parts, flowers, and seafoods has 
definitely demonstrated its advantages. 
In the marketing of many products the 
element of time is of unusual impor- 
tance, and at present there is no substi- 
tute for the plane in reducing the time 
required in shipping. 


Slow Development of Food-Perishables 
Traffic 

Early in the postwar period it was felt 

that air cargo transportation would prove 
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a valuable aid in the marketing of food 
perishables. A limited amount of seafood 
and fresh produce has been transported, 
but traffic volume in fruits and vege- 
tables has failed to develop as rapidly as 
was expected. This failure has been par- 
ticularly significant since it contributed 
to the problem of directional unbalance 
in traffic. It is the opinion of this writer 
that until a satisfactory volume of traffic 
is achieved in agricultural perishables 
the development of air cargo transport 
will continue to encounter a major hand- 
icap. 

A major factor contributing to the 
slow development of traffic volume in 
fresh produce was the tendency to neg- 
lect the marketing of airflown perish- 
ables. In the early postwar years the lines 
engaged in property transportation 
failed to realize the relationship between 
air cargo transport and marketing. Ap- 
parently it was felt that rate reductions 
alone would generate a satisfactory vol- 
ume of traffic. Although the demand for 
air cargo service appears to be relatively 
elastic, the decline in rates did not in- 
crease volume as rapidly as had been 
hoped. It is possible that rates have not 
yet reached a level low enough to stim- 
ulate the desired volume, but the failure 
of at least a greater volume to materialize 
can best be explained by the failure to 
give proper considerations to marketing 
problems. 

The air movement of fruits and vege- 
tables will allow them to ripen naturally 
on the tree or vine. Such products are 
clearly superior to their green-picked 
counterparts shipped by surface transpor- 
tation. In like manner, the fresh fish 
flown to market are to be preferred over 
the cold storage product. In the case of 
fresh produce and fish, the airflown prod- 
uct is substantially different from the 
surface transported commodity, and 
should be handled on a separate basis. 


The writer believes that this can best be 
accomplished by the establishment of an 
“airflown counter” in retail food out- 
lets. The success of the frozen foods in- 
dustry in the establishment of frozen 
foods cases in retail outlets lends cre- 
dence to the plan. The “airflown 
counter” might operate on a similar 
basis. Furthermore, it is believed that the 
wholesaling of airflown produce should 
be handled by a specialized jobber oper- 
ating at, or near, the air terminal. This 
jobber could establish and service the 
counters in retail outlets and in so doing 
eliminate a good part of the retailer resis- 
tance to the necessity of handling air- 
flown products separately from surface 
transported produce. 

The above method of marketing air- 
flown food perishables will encounter 
several obstacles. To begin with, the 
grower may be reluctant to engage in 
dual methods of harvesting and packing. 
The airflown products must be harvested 
and packed separately from the items to 
be shipped by surface means. The car- 
rier might go far in eliminating grower 
resistance by assisting with the packaging 
and packing, and by offering a pickup 
service at the grower’s customary ship- 
ping point. As mentioned above, it is 
thought that the specialized jobber may 
be in a position to secure retailer coop- 
eration. Promotional efforts on the part 
of the carriers and the jobbers would 
also make the job easier at the retail 
level. 

Another factor contributing to the 
slow development of more air traffic in 
perishables has been the inadequacy of 
the air lines in marketing air cargo serv- 
ice. Early sales efforts apparently did not 
extend beyond the user of the service. 
The air lines may well profit from the 
example of the railroads which have 
sought to develop industries in localities 
that would later generate traffic. It seems 
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that the air lines have not used this in- 
direct approach to the development of 
traffic. Had the carriers taken a more ac- 
tive part in solving the problems of 
marketing airflown produce, a better 
market for the carrier’s own services 
might have been the result. Promotional 
activity on the part of the carrier is 
needed to educate the consumer to the 
advantages to be gained in purchasing 
the airflown item, and to educate the 
shipper and the trade in the advantages 
to be derived from the use of air service. 


Predominance of Manufactured Goods 


In the presence of high rates and with- 
out aggressive marketing, the develop- 
ment of air cargo traffic has tended to 
follow the pattern of prewar air express. 
At the present time manufactured goods 
are predominant in the composition of 
air cargo traffic for both domestic and 
international trade. Wearing apparel, 
machinery, machine parts, drugs and 
medicines, and printed matter are repre- 
sentative of manufactured commodities 
now moving by air. This indicates that 
the influence of air cargo transport upon 
marketing has been limited to a com- 
paratively small group of items, but for 
the items concerned the marketing 
changes caused have been significant. In 
the case of fashion goods smaller inven- 
tories are carried, the necessity for buy- 
ing in advance has been reduced, and 
fresher merchandise is made available to 
the consumer. Emergency deliveries are 
made in less time and wider markets are 
being served. From a standpoint of mar- 
keting manufactured goods, the most im- 
portant aspect of air cargo transport de- 
velopment has been the indication of 
the changes that may be expected as rates 
are reduced and air movement becomes 
more widespread. 


Need for Increased Volume 


The most direct approach to rate re- 
ductions lies in the development of an 
increased volume of traffic and in the de- 
velopment of more suitable equipment. 
The demand for air cargo service is rela- 
tively elastic and if improved equipment 
can reduce rates it is believed that there 
will be some increase in the volume of 
traffic. The individual air line is subject 
to the realization of internal economies 
as the volume of traffic increases to per- 
mit a better utilization of facilities, thus 
an increase in volume should have a posi- 
tive effect in reducing rates. 


Directional Unbalance a Major Obstacle 


The major obstacle to the full utiliza- 
tion of air line facilities is to be found in 
the problem of directional unbalance. 
Planes flying cargo into the Southeast, 
Louisiana, Texas, California, and North- 
west areas find difficulty in securing a 
load for the return flight. The nature of 
the aircraft is such that the cost of flying 
empty is almost as great as the cost of 
transporting a normal load. This ex- 
plains the severity of the one-way traffic 
problem in relation to cost. As pointed 
out earlier, it is believed that improved 
marketing of airflown products and im- 
provements in the marketing of air cargo 
service itself, may result in the develop- 
ment of traffic volume in agricultural 
perishables and in the solution of the 
directional traffic problem. 

Directional traffic is also a problem in 
international trade. The United States 
exports a preponderance of manufac- 
tured goods while imports tend toward 
crude and semifinished products. This 
poses a severe problem for the scheduled 
air lines, and they have so far handled 
largely an express type of traffic. The 
non-scheduled carrier in international 
trade has been more successful in han- 
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dling freight. The non-scheduled oper- 
ator is able to move about more freely 
and to solicit cargo for the return flight. 
Since the composition of the United 
States export-import trade is not likely to 
change greatly the prospects are not very 
encouraging for the scheduled operator. 


Influence of Government Regulation 


Pertinent to the solution of the prob- 
lems encountered in air cargo transpor- 
tation is the role played by government 
regulation. The Civil Aeronautics Board, 
in granting certificates to four all-freight 
carriers in 1949, gave official recognition 
to air cargo transportation. It was the 
opinion of the Board in the Air Freight 
Case that the interests of air transporta- 
tion and national defense would be 
served by encouraging the development 
of air cargo transport. The scheduled 
combination air lines opposed the entry 
of the freight carriers, and the CAB was 
given the task of deciding who should 
engage in air cargo and the conditions 
under which property should be carried. 
As mentioned above, the Board granted 
certificates to four all-freight lines but 
the certificates granted were for a period 
of five years, subject to renewal at the 
discretion of the CAB. This amounted to 
giving the right to operate and then plac- 
ing them under the handicap of a tem- 
porary permit. Apparently the Board was 


attempting to effect a compromise in the 
controversy between the established air 
lines and the freight carriers. An attitude 
of compromise and indecision has been 
characteristic of the Board in handling 
matters concerning air cargo transporta- 
tion. It is the opinion of this writer that 
the Board should formulate a clear-cut 
policy regarding air cargo transportation 
and should then proceed to enforce the 
policies decided upon. This would go 
far in removing the industry from the 


position of uncertainty in which it now 
finds itself. 


Future of Air Cargo Service 


The future rate of development of air 
cargo service will depend upon the state 
of technology, the role of government, 
and the increased use of the service in 
marketing. In the interest of national de- 
fense the government is now subsidizing 
research in aircraft development, and 
with this aid technological advancements 
should be forthcoming. It is also possible 
that a program of government subsidiza- 
tion of commercial air cargo transport 
may take place. There are indications 
that the carriers are now aware of the 
important relationship between the de- 
velopment of air movement and its use 
in marketing. The aggressive promotion 
of air cargo service should do much to es- 
tablish it as a valuable marketing tool. 
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MARKETING USES OF INPUT-OUTPUT DATA* 


W. DUANE EVANS 
U. S. Bureau of Labor Statistics 


HE purpose of this paper is to de- 
oaks quite briefly and necessarily 
inadequately a relatively new develop- 
ment in statistical data collection and 
analysis which in the future may have 
very important implications for the field 
of marketing research. This new develop- 
ment is variously known as interindustry 
relations or input-output analysis. It will 
not benefit all industries equally. It will 
be of greatest value in appraising the 
marketing possibilities for those indus- 
tries which primarily service or supply 
other industries, rather than those which 
sell directly to purchasers of finished 
goods. Those industries which in the 
main sell directly to end-product con- 
sumers—that is, to consumers, investors, 
the government, foreign buyers—will 
find it of minor help for marketing prob- 
lems, but for these it may afford insight 
on analysis of probable cost trends. 

A prerequisite for the use of this ap- 
proach is the collection in an organized 
form of a very large amount of quantita- 
tive information on purchases and sales 
among the industrial or processing sec- 
tors of the economy. Such a compilation 
covering the year 1947 has been made. It 
is the result of work done over the last 
two years by the Bureau of Labor Statis- 
tics at the request of the National Se- 
curity Resources Board and the Depart- 
ment of the Air Force, and financed in 
large part by the latter agencies. The 
work was undertaken as an important 
step in a broad interagency program di- 

* This paper was presented to the National Con- 


ference of the American Marketing Association, De- 
cember 27, 1951, at Boston, Massachusetts. 


rected primarily toward improved in- 
dustrial mobilization planning. 

For the purpose of this extensive and 
exhaustive study, the total United States 
economy was divided into some 500 sec- 
tors, each representing an important in- 
dustry, activity, or purchasing group. For 
each sector, a detailed analysis of specific 
purchases from and sales to the other sec- 
tors was made. These analyses were based 
both on published and supplementary di- 
rectly collected data, and were reconciled 
to the available national production rec- 
ords. The complete study is probably the 
most detailed and accurate cross-sectional 
picture of a working modern industrial 
economy ever assembled. 

The results of a study like that de- 
scribed may be summarized in a single 
large square table. Such an input-output 
table, as it is usually called, represents es- 
sentially a set of double-entry books for 
the economy, in which each sector is rep- 
resented by debit and credit accounts, 
and which shows in compact form the 
transactions among the sectors during a 
stated time period. Reading across such 
a table, each row shows in detail for one 
sector the distribution of its output dur- 
ing a base period (in the present case 
1947) to all sectors of the economy. Each 
column shows in equal detail for a sin- 
gle sector the base period purchases from 
all sectors. 

It will not be possible for some time 
yet to make generally available the full 
detail and all statistics resulting from 
the 1947 study. However, a preliminary 
summarization, in terms of an input- 
output table in which the economy is 
divided among 50 sectors, has been pub- 
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lished. Tables 1, 2, 3 and 4, described 
later, have been derived from these data. 


Implications for Marketing Analysis 


The essential notion in the use of in- 
put-output analysis is that, while the pat- 
tern of shipments from one sector to 
others may change quite significantly 
from year to year as the requirements 
placed on the economic system by end- 
product consumers vary, the pattern of 
inputs into any given sector tends to be 
more stable and more predictable. A go- 
ing establishment in a given industry 
normally represents a collection of ma- 
chinery and equipment adapted to proc- 
essing certain materials, and a collection 
of persons (both in labor and manage- 
ment) skilled in handling, using, and 
transforming these same materials. 
Hence abrupt and capricious changes in 
input patterns are unusual, even where 
the firm’s customers change, and where 
they result from technological innova- 
tions or for other causes, one is likely to 
know of them and hence be able to take 
account of their probable effects. Input- 
output analysis thus attempts to take 
advantage of the typical stability of input 
patterns in order to obtain reasonable 
answers to many complex and difficult 
problems of economic analysis. One of 
the many areas to which this approach 
promises to contribute significantly is 
that of marketing research. 

Input-output tabulations have a num- 

1 Because of its large size, this 50 sector input-out- 
put table is not reproduced here. Together with as- 
sociated tables and descriptive information, it forms 
an appendix to “The Interindustry Relations Study 
for 1947” by W. Duane Evans and Marvin Hoffenberg 
in the Review of Economics and Statistics, May 1952. 
This paper contains additional descriptive material 
on input-output data and methods, and the reader 
is referred to it for more explicit definitions of sta- 
tistics and industrial classifications employed later in 
this text. A limited number of the 50 sector input- 
output tables and associated material are also avail- 


able on request to the Bureau of Labor Statistics, 
Washington 25, D. C. 


ber of implications for marketing analy- 
sis. A very significant one is that each 
row “in_an input-output table consti-, 
tutes a market distribution analysis for a 
particular sector in a base year. Since the 
statistical work behind the current table 
has been carried through carefully and 
in great detail and the results have been 
reconciled with the entire body of na- 
tional economic statistics, the results as 
they stand have considerable informative 
value. 

A much more important implication is 
the insight which an input-output table 


gives on the way in which the production 
of #’sector which sells to other processing 
indus elated in the final analysis 
investérs, and foreign buyers for par- 
ticular classes of finished goods. ‘This pos- 
sibility is an extremely important one. 
To give an example, the consumer will 
buy and wear a garment. He will use this 
garment without further processing and 
without any intention of handing it on 
for resale within the system. In supply- 
ing the consumer with the garment, the 
apparel industry will purchase textiles, 
and the textile industry in turn may pur- 
chase cotton. But these latter purchases 
are engaged in only to satisfy the con- 
sumer, and in making them the garment 
and textile industries effectively act as 
agents for the consumer. Therefore, al- 
though the consumer himself purchases 
no cotton, his effective desire for ap- 
parel may be regarded as the driving 
force behind at least some cotton pro- 
duction. It is in-establishing the remote 
that the interindustry relations approach 
makes its greatest-_contribution to mar- 
keting research. 


The Iron and Steel Sector 


The best description is usually an il- 
lustration. To provide it, and at the same 
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time avoid the difficulties of using more 
current data, we may perhaps carry out 
a post-mortem on the demand structure 
for a large industry in the year 1947. The 
iron and steel sector, which for this pres- 
ent purpose is defined to include iron 
mines, blast furnaces, steel works, rolling 
mills, iron and steel foundries, iron and 


steel forgings, and a few miscellaneous 
items, has been selected. 

To begin, we may examine the dis- 
tribution of iron and steel output among 
the sectors of the economy in 1947, as 
shown in Table 1. The largest entry, as 
might have been anticipated, refers to 
transactions within the sector itself. 


TABLE 1.—Drrect PurcHases oF Gross IRON AND STEEL Output, 1947 


Amount Per cent 
Purchasing sector (millions of dollars) of total 
18 Fabricated structural metal products. 553 4.5 
20 Agric’l, mining and constr. machinery.................6620000055 $32 4.3 
22 Other machinery (except electrical). 930 7.5 
27 Other transportation equipment...... 370 3.0 
28 Professional and scientificequipment...............--.000eeeeee 16 0.1 
42 Scrap and miscellaneous industries. ..............6020seseeeeees 130 1.1 
45 Newconstruction and maintenance. 876 7.1 
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These intra-sector transactions of nearly 
$4 billion represent transfers of iron ore, 
pig iron, and other products among the 
many establishments in the sector. Some 
of the transactions are bookkeeping 
transfers within the same firm, appearing 
here because of the way in which our in- 
dustrial statistics are kept. After this in 
importance come sales to the fabricated 
metal products sectors (Nos. 18 and 19), 
accounting together for nearly 16 per 
cent of gross steel output. Next are the 
non-electrical machinery sectors (Nos. 
20, 21, and 22) with 13 per cent, trans- 
portation equipment (Nos. 26 and 27) 
with 12 per cent, and new and mainte- 
nance construction (No. 45) with 7 per 
cent. Many of the sectors purchased lit- 
tle or nothing directly from the iron and 
steel sector. 

The distinguishing feature of iron and 
steel sector shipments is that such a large 
proportion goes to other processing sec- 
tors and so little to final demand. The 
only important final demand entry is for 
exports of iron and steel products. Effec- 
tively, the steel industry has almost no 
customers in the United States who wish 
to use steel in the form in which it leaves 
the industry and without further change. 
Nevertheless, the ultimate purchasers of 
the economy require such a large amount 
and variety of finished goods in which 
steel is an integral part that steel is per- 
haps truly considered to be our most im- 
portant basic industry. 

An attempt to analyze the figures 
shown in Table 1 will immediately sug- 
gest that they depend on two quite differ- 
ent factors: the absolute production vol- 
ume of the purchasing sectors, and the 
relative importance of iron and steel out- 
put in their direct cost pattern. This is 
to say that the same gain or loss in pro- 
duction volume in different sectors may 
have quite different effects on the de- 
mand for steel. This factor is considered 


in column 1 of Table 2, which shows the 
direct purchases of iron and steel output 
per $100 gross production in each sector 
in 1947. Some additional facts appear 
here. One finds, for example, that the 
fabricated structural metal products sec- 
tor (No. 18), which in the aggregate pur- 
chased less than half as much gross steel 
output as the other fabricated metal 
products sector (No. 19), nevertheless re- 
quired more iron and steel output per 
dollar of production. 

But these figures account only for di- 
rect purchases of iron and steel output. 
If we refer to the pattern of motor ve- 
hicles sector purchases in the underlying 
data for 1947, we will observe large pur- 
chases from the fabricated metal prod- 
ucts sector which in turn is a heavy pur- 
chaser of steel. At least in an approximate 
sense, we may attribute a prorata share 
of the steel purchases entering fabricated 
metal products to the motor vehicles in- 
dustry. More generally, we may attribute 
to each sector not only its own direct 
steel purchases, but also a prorata share 
of the steel purchases of the other sectors 
which supply it. If these calculations are 
carried through systematically, one ob- 
tains the figures presented in the second 
column of Table 2. 

A new pattern emerges here. All fig- 
ures in the second column are greater 
than in the first, since indirect as well as 
direct requirements are taken into ac- 
count, but the extent of the increase 
varies substantially from sector to sector. 
Some processing areas which made al- 
most no direct purchases of steel never- 
theless used substantial amounts which 
came to them through their suppliers. 

An additional step seems logical. The 
purpose of economic activity is not just 
production for its own sake, but rather 
to place finished goods in the hands of 
those who will use them. We may then 
compute the total direct and indirect 
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TABLE 2.—COMPARATIVE DISTRIBUTION OF GROsS IRON AND STEEL Output, 1947 


Total direct and re 
requirements 100 
Direct Purchases = 
: per $100 Gross End-product 

Purchasing sector production production deliveries 

1 Agricultural and fisheries..................... $ 0.01 $ 0.60 $ 0.84 
2 Food and kindred products................... 0.01 1.79 2.16 
6 Lumber and wood products................... 0.16 2.45 3.01 
8 Paper and allied products.................... — 1.47 2.24 
9 Printing and publishing...................... _ 1.76 2.03 
11 Products of petroleumandcoal................ 0.05 1.24 1.94 
13 Leather and leather products.................. 0.02 1.81 2.51 
14 Stone, clay and glass products................. 0.48 2.69 2.97 
17 Plumbing and heating supplies................. 9.87 20.88 21.41 
18 Fabricated structural metal products........... 23.87 39.72 40.55 
19 Other fabricated metal products............... 21.33 34.48 36.34 
20 Agric’l, mining, and constr. machinery......... 16.16 29.75 30.96 
21 Metalworking machinery..................... 7.82 16.47 17.07 
22 Other machinery (except electric).............. 9.02 18.02 19.49 
25 Other electrical machinery.................... 3.42 9.82 10.61 
27 Other transportation equipment............... 9.25 17.83 19.32 
28 Professional and scientificequipment........... 0.76 4.77 5.22 
29 Miscellaneous manufacturing............/..... 0.76 4.68 4.90 
30 Coal, gas, and electric power................... 0.48 1.55 © 1.82 
31 Railroad transportation...................... 1.54 2.97 3.12 
0.06 1.28 1.32 
39 Personal and repair services............. ee — 3.52 3.72 
40 Medical, educ., and nonprofit org’s............. — 1.24 1.25 
42 Scrap and miscellaneous industries............. 9.40 19.67 20.19 
44 Eating and drinking places.................... — 1.51 1.51 


amounts of iron and steel output re- 
quired by each sector to deliver $100 of 
its output to end-product consumers. 
The results of this calculation are shown 
in column g3 of Table 2. The pattern, as 
one would expect, is not markedly differ- 
ent from that for column 2. 

Finally, we may determine from the 


undérlying input-output table for 1947 
the exact pattern of finished goods de- 


liveries to each category of end-product 
cOhsumers in that year. Combining this 
with the last column of Table 2, we ob- 
tain Table 3. With some qualifications 
because of data imperfections and prod- 
uct-mix problems, this shows the specific 
pattern of gross iron and steel output 
required to support the detailed end- 
product deliveries made to each final de- 
mand sector in 1947. 
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The relative importance of end-prod- product deliveries from the sector itself. 
uct deliveries from each of the sectors in This was made up primarily of new and 
determining steel demand in 1947 ap- maintenance construction demands and 
pears in the last column. The largest direct exports of steel products. Second 
entry is at row 15, where it is shown that »in importance was the motor vehicle 
nearly 19 per cent of gross iron and steel sector (No. 26), accounting for nearly 15, 
output was needed to support direct end- per cent of the total. The largest part of 


TABLE 3.—ULtTImaTE Disposition or Gross IRON AND STEEL OUTPUT 
TO FinaL DEMAND CATEGORIES, 1947 


(Dollar amounts in millions. Figures in parentheses are negative) 


Net 


Newand  inven- invest. final demand 
main. tory Govern- excl. House- 
Purchasing sector constr. change Exports ment constr. holds Amt. Percent 

1 (14) 11 5 82 85 0.7 

4 33 16 478 531 4.3 

PES 1 (1) 13 1 — 22 37 0.3 

70 5 5 1 0.7 

OS eee 18 6 3 5 52 133 218 1.8 

4 (1) 3 1 8 15 0.1 

(1) 1 3 2 30 36 0.3 
eee 21 5 26 6 — 64 122 1.0 
11. Petr. & coal prod.......... 12 1 13 3 — 47 77 0.6 
Se 2 3 6 1 — 24 36 0.3 
13. Leather prod............. 2 2 1 52 57 0.5 
14. Stone, clay, glass.......... 52 3 6 1 — 10 72 0.6 
| 1,321 81 912 20 -— — 2,333 18.9 
15 8 1 24 0.2 
17. Plumb. supplies.......... 188 14 9 1 13 85 310 25 
18. Fab. str. metal prod........ 634 6 27 2 59 5 733 5.9 
19. Other fab. met. prod....... 237 45 102 14 27 195 620 5.0 
20. Agr. min. const. mach...... 36 33 175 25 508 20 797 6.5 
21. Metalwork mach.......... —_— 3 35 2 125 5 170 1.4 
22. Other mach. ex.el......... 66 55 193 16 672 210 1,213 9.8 
23. Motors, generators........ 1 7 17 2 26 _ 52 0.4 
25. Otherel. mach............ 76 17 26 8 141 71 340 2.8 
26. Motor vehicles........... 8 93 240 36 701 736 1,814 14.7 
27. Other trans. equip......... —_ 2 63 241 232 33 571 4.6 
28. Prof. sc. equip............ 1 (1) 10 q 14 33 60 0.5 
2 (6) 9 + 25 95 129 1.0 
1 6 4 2 13 0.1 
22 2 18 10 8 64 126 1.0 
8 1 4 2 2 51 67 0.5 
Serer 33 2 13 1 30 354 432 3.5 
35. Communications.......... 1 10 11 0.1 
4 1 — 74 80 0.6 
1 1 5 130 137 1.1 
40. Med. educ. nonprofit....... 63 98 161 1.3 
41. Amusements............. 2 40 42 0.3 
42. Scrap, misc.............. (172) 6 (166) (1.3) 
44. Eat. & drink. pl........... 182 182 1.5 

Totals 2,867 201 2,049 519 2,676 4,023 12,335 
Per cent 23.3 1.6 16.6 4.2 21.7 32.6 100.0 


Gross 
| rivate All 
Dt 
y 
Fit 


). 
). 
). 
l. 
). 
1 
0 
0 
l. 
0. 
0. 
0. 
0. 
8 
0. 
2. 
S. 
5 
6. 
1, 
9. 
0. 
0. 
2. 
4. 
4. 
0. 
1 
0 
1. 
0. 
0. 
3. 
0 
0 
1. 
0. 
2. 
1 
0 
(i 


te 


MARKETING USES OF INPUT-OUTPUT DATA 17 


this went to support consumer demand 
for motor vehicles, but nearly as much 
appears under the investment heading 
to support demand for trucks, busses and 
passenger cars for business use. In addi- 
tion, a substantial amount was required 
to support export demand for motor ve- 
hicles. The machinery sectors (Nos. 20, 
21, and 22) accounted for a significant 
part of total steel demand, mainly to sup- 
port investment requirements. Quite sig- 
nificant is the requirement placed on the 
steel industry by the food processing sec- 
tor (No. 2), which made hardly any di- 
rect purchases at all. The outstanding 
characteristic of the table is the wide 
variety of uses which required steel for 
support. 

At the bottom of Table 3 the percent- 
age distribution of the amounts of gross 
iron and steel output required in total 
by each of the final demand categories is 
shown. The substantial demands on steel 
for investment, construction, and export 
purposes might be expected. It is per- 
haps more significant that nearly one- 
third of total iron and steel output was 
required to support consumer purchases. 
Government demands for steel in this 
year were small, but they are here under- 
represented because public construction 
is shown in the new and maintenance 
construction category, and government 
financed exports under the export head- 
ing. 

The dependence of production on the 
different final demand categories is 
shown for all sectors of the economy in 
Table 4. Here we may note the heavy de- 
pendence of the lumber and wood prod- 
ucts, fabricated structural metal prod- 
ucts, and stone, clay and glass products 
sectors (Nos. 18, 6 and 14) on new and 
maintenance construction demand. The 
relation between ocean transportation 
(No. 32) and export demands was to be 
expected, but the high figures for steel 


and machinery in the export column re- 
flect the emphasis in 1947 on European 
reconstruction. Government demand had 
the greatest relative impact on the other 
transportation equipment sector (No. 
27), a highly variegated group including 
such products as aircraft, ships, freight 
cars, and bicycles. Some of the sectors, 
like food products (Nos. 1 and 2), ap- 
parel (No. 5), amusements (No. 41), and 
bars and restaurants (No. 44), were al- 
most wholly dependent on consumer de- 
mand. 

The distribution shown in Table 4 
is valid only for the year 1947. A compa- 
rable table for today would surely differ 
in many particulars. The distribution 
suffices, however, to illustrate most point- 
edly that the welfare of particular indus- 
tries depends not only on the general 
prosperity of the country, but also on the 
relative importance at a given time of 
household, investment, government, and 
export spending, and in addition on the 
commodities which these major spender 
groups will desire to purchase for use. 

Attention is now called to the fact that 
all figures for the steel industry cited 
above were taken directly or computed 
by simple processes from the data shown 
in the 50 sector input-output chart and 
associated tables, referred to earlier. 
Hence, similar analyses can be readily 
carried through for every other sector of 
the economy distinguished in the tables. 
All these analyses will refer exclusively 
to the year 1947, but it is clear that they 
will nevertheless provide some insight 
on, and basis for judgment about, 
marketing situations in other recent 
periods. 


Steps in Projecting Analysis into Future 
The heart of a marketing analysis is, 

of course, its relation to future develop- 

ments. The carrying through of a com- 


_ plete analysis similar to the above post- 
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mortem on steel, but projected into the 
future, is a very difficult but not an in- 
superable task. 

The first step, of course, will be an at- 
tempt to judge for the period under con- 
sideration the probable aggregate level 
of economic activity. This will usually 
take the form of an estimate of the size 
of the gross national product under the 


TABLE 4.—ULTIMATE PERCENTAGE DISPOSITION OF Gross OUTPUT 
TO FINAL DEMAND CATEGORIES, BY SECTOR, 1947 


(Negative Figures in Parentheses) 


expected conditions. Such factors as pro- 
ductivity and population growth will 
usually be considered, and some judg- 
ment will be required as to whether 
boom, inflation, recession or other condi- 
tions are to be expected. 

Second, with some notion as to the 
aggregate level at which the economy is 
expected to operate, one may estimate 


Net 
New and inven- invest. 
main tory Govern- excl, House- 
constr change Exports ment constr. holds 
0.6 0.3 6.0 3.1 0.5 89.5 
0.3 4.0 12.1 0.4 0.4 82.8 
2.6 ( 0.3) 14.5 3.1 4.1 76.0 
51.2 3.5 6.9 2.2 6.7 29.5 
6.8 ( 3.6) 6.2 6.3 7.4 76.9 
10.1 1.4 13.1 4.8 65.4 
Be ee 12.9 0.6 13.3 4.5 5.0 63.7 
Ee ee 6.2 4.0 11.8 3.1 11.9 63.0 
1.5 2.5 4.4 1.9 2.8 86.9 
dig 23.3 1.6 16.6 4.2 21.7 32.6 
21.2 1.3 13.9 4.0 20.4 39.2 
Ae re 54.7 3.8 3.9 1.1 6.6 29.9 
18. Fab. str. metal prod.............. 71.1 0.7 5.1 1.4 10.9 10.8 
19. Other fab. met. prod............. 17.0 2.8 11.5 3.6 15.5 49.6 
20. Agr. min. const. mach........... 5.8 3.2 19.6 3.5 54.9 13.0 
3.9 1.8 16.5 2.5 52.5 22.8 
Le 3.1 13.8 2.9 42.8 30.1 
23. Motors, generators.............. 8.6 4.1 16.4 5.3 34.5 31.1 
16.9 3.6 8.7 3.3 33.9 33.6 
rr 2.5 3.6 11.6 aa 32.1 47.9 
1.9 0.2 11.7 34.8 34.4 17.0 
Serer 4.5 ( 0.6) 12.2 9.3 18.7 55.9 
SE 4.3 ( 3.7) 7.4 3.9 16.1 72.0 
13.3 1.0 11.3 5.8 8.6 60.0 
( 0.2) 67.2 7.0 1.6 21.9 
10.4 0.4 7.4 4.5 4.7 72.6 
5.8 0.2 4.2 7.1 4.2 78.5 
1.6 ( 0.4) 2.0 3.9 91.5 
9.2 0.5 6.1 3.5 Be 73.5 
40. Med. educ. nonprofit............ 0.3 — 0.2 38.3 0.3 60.9 
0.1 5.1 0.1 0.1 94.8 
SS ee eee 25.3 (60.5) 20.2 5.7 23.5 85.8 
A re 9.8 0.9 8.1 4.9 11.6 64.7 
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what purchasing power will be exercised 
by the principal spender groups. Such 
estimates will depend on whether one 
expects exports to rise or fall, govern- 
ment expenditures for munitions or 
for foreign aid to increase or decline, 
whether consumer savings are likely to 
be relatively more or less important, 
whether a high level of equipment ex- 
penditures will continue, and so on. Ex- 
perience assisted by observation of cur- 
rent economic trends, government poli- 
cies, international developments, and the 
like will be used as a guide. 

The third step will be to judge the di- 
rections in which the important spender 
groups will exercise their purchasing 
power. This will require estimates of the 
expected change in importance for the 
consumer expenditure pattern of such 
things as passenger cars, television sets, 
new homes, house furnishings, food, 
clothing, and so on. An appraisal of the 
areas in which capital formation may be 
expected will be required. In the present 
world situation, a careful appraisal of 
the probable kind and amount of govern- 
ment expenditures may be critical. 

The result of all the above steps will 
in effect be a hypothetical duplication 
for some future period of the entries 
shown under the final demand headings 
in a basic input-output table. In all the 
above, the input-output table itself gives 
no direct assistance except insofar as it 
provides a record of past behavior as a 
platform from which to launch projec- 
tions. The whole process is essentially 
forecasting, which is likely to remain an 
art rather than a science, and for which 
there can hardly be any fixed rules. 

Having formulated an estimate of the 
demand schedule to be imposed on the 
processing system, there remains to be 
considered the structure of that system 
itself. The input relationships for a base 
year, such as those implied in a 1947 in- 


put-output table, are not immutable; 
they change constantly, although in the 
aggregate rather slowly. There is no need 
here to indicate the processes by which 
adjustments for change in input struc- 
ture might be made. It will simply be 
pointed out that where changes in ma- 
terials use, whether caused by technologi- 
cal shifts, price substitutions, or for other 
reasons, are relatively important, they are 
likely to be known, and if they are 
known some adjustment for them can be 
made. In any case, the fourth step should 
be a careful consideration of whether im- 
portant structural changes have oc- 
curred, and the type and extent of any 
adjustments required to account for 
them. 

The fifth step will join the estimated 
demand and processing structures to de- 
termine the consequences of the esti- 
mates for one or more sectors. It is in this 
and the preceding step that the interin- 
dustry relations approach makes its direct 
contribution. 

A sixth and final step may be an inter- 
pretation of the results of the last stage in 
terms of the probable consequences for 
a single firm. The circumstances of the 
firm itself will largely determine how 
this is to be done and no generalizations 
about it can be made. 

While the difficulties of the kind of 
structural analysis portrayed above are 
formidable, they can be overcome. It 
seems to me a virtue rather than a limi- 
tation of the approach that a careful con- 
sideration of such problems on demand 
and processing structure as those raised 
above is required, and that the results of 
deliberate judgment on them can be 
specifically and quantitatively incorpo- 
rated within the framework of the analy- 
sis. 

Let me emphasize this point. Other 
methods which do not require such de- 
tailed consideration of demand and proc- 
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essing structure also typically can not 
accommodate or make use of even well- 
‘established data or judgments regarding 
them. As Professor Leontief, the inno- 
vator of this approach, put it in com- 
menting on the marketing use of regres- 
sion analysis, “The very formal—not to 
say mechanical—nature of the whole pro- 
cedure precludes the possibility, as well 
as obviates the necessity, of a really de- 
tailed analysis of the actual material 
relationships underlying these statistical 
correlations.’’? 


Appraisal of Input-Output Analysis 


It is clear that the procedure outlined 
may be time consuming and expensive. 
Hence, it is not an approach to be ap- 
plied to simple or unimportant ques- 
tions. Rather, it should be reserved for 
situations in which the critical nature of 
the decisions to be based on the results 
justify great care. These new and com- 
plex analytical techniques are not in- 
tended to give quick answers to simple 
questions—a grammar school pupil can 
add 2 and 2 as well as Einstein. Rather, 
these methods are intended to provide 
useful and consistent answers to difficult 
problems for which previously there was 
no suitable method of attack. 

Let me enter another caution against 
overenthusiasm. The original purpose 
for which these data were compiled is 
today so urgent that it is engaging the 
full attention of a'l persons available to 
the program. Hence, all of them are in 
a poor position at the present time to 
give any additional help on either statis- 
tical or technical problems which may 
arise in connection with attempts to ap- 
ply the data and methods. There is an 
earnest desire on the part of every per- 


? Wassily Leontief, “A New Approach to The Prob- 
lem of Market Analysis,” American Management As- 
sociation, Marketing Series, No. 59, 1945. 


son connected with the interagency pro- 
gram to make all information collected 
in the course of the present work as 
broadly useful as possible, but the re- 
sources of trained and experienced peo- 
ple are too limited to expect a quick 
solution to all the problems of data dis- 
semination and general servicing. Addi- 
tional and more detailed structural and 
descriptive information will be distrib- 
uted as rapidly as the main work load 
permits. 

There are several odd cooperative as- 
pects to the more general use of inter- 
industry relations data and techniques. 
First, the structural data compiled for 
the year 1947 are imperfect, and a similar 
statement can be made in advance for the 
results of any future study. Data of the 
type required are scarce and difficult to 
compile, and they are even more difficult 
to revise and extend to current or pro- 
spective future situations. The main 
prospect for removing imperfections in 
the basic data and for revising the in- 
formation to reflect important changes is 
through cooperative review by industry 
groups. The odd part is that effective 
help from any business group in improv- 
ing the data will help all business groups 
who use it, and that inadequate informa- 
tion for any one sector will hamper use 
of the data not only by that industry but 
all others as well. 

The second aspect is also a trifle un- 
usual. The a fr: ork 
within which analysts from different in- 
dustries_may—work —topether to their 
mutual benefit in the solution of market- 
ing and_purchasi roblems. For ex- 


ample, the motor vehicle industry is 
most interested in and probably best 
suited for carrying out analyses of pro- 
spective end-product demand for motor 
vehicles. It is clear that motor vehicle in- 
dustry demand appraisals can be of sub- 
stantial value to the steel and other in- 
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dustrial sectors supporting motor vehicle elsewhere, all industries surely have a 
production in evaluating their own pro- profound interest in seeing that they 
spective demand situations. In turn, well represent as closely as possible the true 
based plans for future activity by the and precise facts regarding our complex 


steel industry can not fail to be of value industrial environment. Within this 
to the motor vehicles industry. framework Of common interest, a useful, 


ment profitable, and pleasant association be- 


economic policies of plats may De based tween government and industry in ap- 
on the use of such data, whether in the _ plying these new data and methods seems 


industrial mobilization analysis area or possible. 
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s stated in the preceding section of 
this article, the consumer finance 
companies generally were achieving re- 
ductions in operating cost ratios before 
World War II. To take one large com- 
pany operating in many states, as an ex- 
ample, its operating cost ratio was re- 
duced from 21 per cent of the loan 
account in 1933 to 18 per cent in 1935 
and 14 per cent in 1941. The number of 
accounts handled per office rose from 
1,759 in 1935 to 2,227 in 1941. But then 
operating expenses as a percentage of the 
loan account began to rise from 14 per 
cent in 1941 to 16 per cent in 1944. The 
major causes of the increase were the rise 
in salaries,) and the decline in the 
amount of outstanding loans. 


‘RELATIONSHIP BETWEEN LOAN SIZE 
AND OPERATING Cost RATIO 


In 1944, when the impact of inflation- 
ary forces on costs was beginning to be 
felt and when postwar plans were being 
made, the company found that its total 
income represented an average annual 
tate of 29 per cent on total outstanding 
joan balances. This gross income was 
divided, in round figures, as follows: op- 
erating expenses, 16 per cent; interest 
and profits, g per cent; federal taxes, 4 
per cent.? The company recognized that 
! Total operating expense for all consumer finance 
;companies operating in the State of New York de- 
‘clined steadily from 16.31 per cent of average loans 
‘outstanding in 1936 to 14.07 per cent in 1941, and 
‘then rose steadily to 16.36 per cent in 1944.—Special 
Report of the Superintendent of Banks on Licensed 
Lenders (New York: State of New York Banking De- 


‘partment, 1946), p. 46. 


* Figures for gross income and for total operating 
expenses and other items vary from state to state and 
from company to company because of differences in 
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it could not do much about federal taxes 
but must concentrate on the other two 
cost categories. Plans were made to de- 
crease the “interest and profits” percent- 
age by decreasing the amount of pre- 
ferred stock outstanding, refunding the 
remainder at a reduced rate of dividends, 
securing funds through a bond issue at a 
low coupon rate, and obtaining addi- 
tional funds through bank borrowings at 
low interest rates. 

The company saw only two main ways 
of bringing down the 16 per cent of loans 
outstanding which represented operating 
expenses in 1944: (a) increasing effi- 
ciency through raising the number of ac- 
counts handled per employee and utiliz- 
ing other methods discussed in Part I of 
this article; (b) increasing the average 
balance per account outstanding by mak- 
ing more loans above $300. 

Since the size of the average account 
outstanding was $118 in 1944, the op- 


the legal maxima prescribed for rates of charge and 
size of loans, degree of urbanization, and many other 
factors. 

For example, data reported by state supervisory 
agencies covering all consumer .finance companies 
in various states during the war years 1942-1944 re- 
vealed that gross income as a per cent of average 
loans outstanding varied as follows: Ohio, 25.60; 
Wisconsin, 26.43; New York, 26.55; New Jersey, 28.71; 
Connecticut, 30.41; Massachusetts, 31.13; Nebraska, 
$1.90; Illinois, 33.02; Virginia, 33.17; Minnesota, 
34-02; Washington, 34.51. 

Total operating expense (gross income minus in- 
terest and profits, taxes, and net bad debt charges) as 
a per cent of average loans outstanding exhibited the 
following variations: Ohio, 15.77; New York, 16.36; 
Wisconsin, 16.96; New Jersey, 17.37; Virginia, 17.84; 
Massachusetts, 19.15; Minnesota, 20.16; Connecticut, 
20.49; Illinois, 20.58; Nebraska, 21.04; Washington, 
21.64. It is interesting to note that Ohio, which per- 
mitted consumer finance companies to make loans 
up to $1,000, reported the lowest total operating ex- 
pense percentage. 
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erating expense ratio of 16 per cent 
meant that the cost of acquiring, servic- 
ing, and collecting was $19 per account 
per year.* Increased efficiency through 
operating economies might restrain this 
$19 figure from rising under inflationary 
conditions, and it might be possible to 
get state legislatures to raise the old $300 
maximum loan limit to a higher figure 
so that the average size of loans could be 
increased.* 

Suppose, for example, that the average 
account could be increased from $118 to 
as much as $150. Then even if operating 
economies were offset by inflationary 
forces so that the cost of acquiring, servic- 
ing, and collecting an account remained 
at $19 per year, nevertheless this dollar 
cost would represent an expense percent- 
age of only about 12/3 per cent as com- 
pared with the previous figure of 16 per 
cent.® It thus became clear that a move- 
ment in the direction of raising legal ceil- 
ings on loan size would represent a major 
solution to the problem of reducing, or 
at least holding down, costs in the con- 
sumer finance business. 


* The average amount outstanding of $118 resulted 
from making an average loan of $165. 

‘Or subsidiaries might be formed in states having 
discount company legislation permitting the making 
of larger loans than $300. For example, one large 


_ consumer finance company by 1946 was not only op- 


erating under the small loan laws of 25 states and 
Canada, but was also operating in 13 of these states 
under the provisions of special discount statutes (in- 
dustrial loan acts) or the general usury laws. In the 
13 states referred to and in four others, as well as in 
Canada, the company was making loans up to five 
hundred dollars or one thousand dollars. 

5 To take another example, a company having in 
1939 an average loan balance of $123 found that its 
total operating expense (excluding federal taxes, in- 
terest, and profits) amounted to slightly under 16 
per cent of total loan balance. Its projection of the 
various classes of expenses, using the actual 1939 fig- 
ures and percentages as a basis and assuming the 
dollar amount of operating expenses would remain 
unchanged, indicated that this expense ratio would 
fall to 1414 per cent with a $135 average balance, 
and to 1314 per cent with a $150 average balance. 


Another Example 


As another example, we may take a 
consumer finance company office han- 
dling 800 accounts and having an annual 
operating expense of $16,000, excluding 
federal taxes, interest, and profits. Here 
the operating cost per account is $20 a 
year. Now if the average size of accounts 
is $100, the annual rate of charge it is 
necessary to collect from the borrower in 
order to produce the $20 to cover the op- 
erating costs is 20 per cent.® If the aver- 
age size of the accounts is $200, the an- 
nual rate of charge need only be 10 per 
cent in order to produce the $20. If we 
could imagine the average account’s bal- 
ance outstanding being as high as $1,000 
with the same costs, then the annual rate 
of charge required to produce the $20 
would fall to only 2 per cent. 

In this example, we have assumed 
that the total annual operating expense 
in terms of dollars remains unchanged. 
This assumption is not entirely correct. 
Within the range of loan sizes men- 
tioned, the total dollar operating costs 
(excluding federal taxes, interest paid on 
borrowed funds, and profits) of a lending 
institution would vary with size of loan, 
but far less than in proportion to the 
variation in size of loan. The dollar ex- 
penses for federal taxes, interest, and 
profits tend to increase almost propor- 
tionally with size of loan, but these items 
together account for less than half of the 
total dollar expenses involved in con- 
sumer instalment loan service. 

Since the total dollar operating costs 
of a consumer lending institution with a 
given number of loans tend to vary less 
than in proportion to the size of its loans, 
the percentage rate it needs to charge 
varies greatly, depending upon the av- 

* The foregoing rounded figures in this paragraph 
roughly represent the average situation of all con- 


sumer finance companies in one state in the prewar 
year of 1940. 
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erage size of loan made. As indicated pre- 
viously, this percentage rate of charge to 
borrowers can be reduced only by (a) 
paring down the dollar expense per ac- 


Annual 
Operating 
Expense 


Number of 
Accounts 


erating expense (before federal taxes and 
return on investment), and in average 
size of account change operating cost ra- 
tios and hence the rate of charge neces- 
sary to cover operating costs: 


Annual Rate Needed 


Average Size to Cover Operating 


of Accounts 


800 
800 


889 
800 


$16,000 
14,400 
16,000 
16,000 
21,600 


count ($20 in the example mentioned) 
by more efficient operations and by in- 
creasing the number of accounts handled 
without a proportionate increase in ex- 
penses, or (b) increasing the average loan 
account without a proportionate increase 
in expenses (upwards from $100 in the 
example without any increase in ex- 
penses), or (c) doing both of these things. 

When a legislature decrees that a lend- 
ing institution may not charge more than 
1 per cent a month (as in the case of 
credit unions), the institution with ac- 
counts averaging $100 must hold its total 
costs to less than $1 a month per account 
or go out of business—either that, or in- 
crease the average size of its loans. 

The explanation of the necessity for 
high percentage rates of charge on small 
loans is to be found in the dollar cost per 
account (i.e., the ratio of total dollar ex- 
pense to the total number of accounts) 
and in the ratio of this dollar cost per ac- 
count to the dollar amount of the aver- 
age account served by the lending 
institution. It recalls the old well-known 
difference in necessary price per unit be- 
tween small retail and large wholesale 
transactions. 


A Hypothetical Table 

The following hypothetical table may 
be helpful to illustrate how differences 
in the number of accounts, in dollar op- 


Line 1 in the above table shows the 
original situation. In Line 2 the number 
of accounts and the average size of the 
accounts remain the same, but the intro- 
duction of various economies has re- 
duced the annual expense to $14,400, 
thereby reducing the dollar operating 
cost per account to $18 and the operat- 
ing cost ratio (the annual rate needed to 
cover expense) to 18 per cent. 

In Line 3 the number of accounts and 
the annual expense in dollars remain the 
same as in the original situation so that 
the dollar cost for handling an account 
remains at $20. However, the average 
size of accounts has been increased to 
$111.10 so that the operating cost ratio, 
or rate of charge needed, has been re- 
duced to 18 per cent. 

In Line 4 the total annual dollar ex- 
pense and also the average size of ac- 
counts handled remain the same as in 
the original case, but the total number 
of accounts handled by the office has 
been increased to 889. As a result, the 
cost per account has been reduced to $18 
and the operating cost ratio has been re- 
duced to 18 per cent. 

In Line 5 the number of accounts re- 
mains the same as in the original case but 
there has been an extraordinary rise in 
total annual expense to $21,600 as a re- 
sult of inflationary forces. The cost of 
handling an account has risen from $20 
to $27. Nevertheless by greatly increas- 


= 
a 
a Cost per 
E (1) $20 $100 20% 
o 18 100 18° 
(3) 800 20 111.10 18 
(4) S| 18 100 18 

(5) 27 150 18 
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ing the average size of loan balances from 
$100 to $150, the operating cost ratio, or 
rate of charge required, has been reduced 
to 18 per cent. In all of these cases, the 
figure of operating expense is before pro- 
vision for federal taxes and return on 
borrowed and stockholders’ investment. 


Actual Data 


Passing now from the hypothetical 
table to actual data covering all con- 
sumer finance companies as reported by 
the supervisory agencies of a number of 
states, Table 4 indicates the tendency 
toward an inverse correlation between 
operating expense percentages and aver- 
age size of loan balance. 

To reduce the effect of variables such 
as differences in state legislation, degree 
of urbanization, and the like on operat- 
ing expense ratios so that the relation- 
ship between the operating expense per- 
centages and size of loan may be more 
clearly revealed, data may be restricted 


to those covering all of the consumer 
finance companies operating within a 
given city or metropolitan area. Such ac- 
tual data are presented in Table 5. This 
table makes clear the very definite rela- 
tionship between average size of loan 
made and operating expense ratios, and 
the tendency for the operating expense 
percentage to fall steadily and uninter- 
ruptedly as the average size of loan rises 
from less than $150 to $200 and over 
for each size of office from the smallest 
to the largest. 


Alternative Solutions 


Alternatives to the idea of raising the 
legal maximum loan limits of consumer 
finance companies as a solution for the 
problems generated by inflationar~ pres- 
sures were not attractive. One solution, 
similar to the idea involved in the Little 
Steel Formula, would have been to ac- 
cept the rising costs as inevitable under 
inflationary conditions, and to pass them 


TABLE 4.—RELATION BETWEEN OPERATING EXPENSES AND SIZE OF Loan, 1944, 
FOR REPORTING SMALL LOAN LICENSEES, By STATE 


Average Loans ating Adjusted Operating 


State Outstanding xpenses 


Adjusted Operating 

Expense as a Per- 

centage of Average Average Size 
Expenses* Outstanding Loans of Loan 


Kentucky $ 4,964,164 $1,517,631 
lowa 2,021,137 
Connecticut 1,207,433 
W. Virginia 1,408,965 
Colorado 864,741 
Washington 922,657 
Illinois 8,751,300 
Indiana 4,161,070 
Massachusetts 4,312,543 
Michigan 4,683,800 
Nebraska 736,921 
Wisconsin 1,425,652 
New York 9,987,644 
Ohio 9,832,677 
Virginia 1,191,414 


$1,168,529 . 23.54 $143.21 
1,610,396 22.69 153.95 
1,012,789 21.84 167.70 
1,120,043 21.50 125.13 
692,371 21.28 116.40 
718,359 21.05 133.92 
6,558,868 20.58 148.79 
3,236,536 20.10 142.62 
3,264,903 19.64 151.23 
3,490,839 18.93 164.84 
648,912 18.84 195.68 
1,154,156 17.46. 156.25 
7,741,266 16.53 173.20 
7,711,735 16.41 205.62 
943,775 15.70 147.65 


* “Adjusted operating expenses,” as here used, consist of the item shown as operating expenses in a State 
Report minus bad debt expense and income taxes where the latter were included in the Report as an operat- 
ing expense. The figure of adjusted operating expenses in the State of Colorado is not directly a 
with the other states. In Colorado, taxes and licenses were reported as a single item and were added to ob- 


tain adjusted operating expenses. 


+ In these states the average represents an average of the figures given for the beginning and the end of the 


year. 


Source: Annual Reports of State Supervisory Officials. 
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TABLE 5.—OPERATING EXPENSE RATIOS OF CONSUMER FINANCE CoMPANY OFFICES IN New York 
CiTy AND SUBURBAN AREA, BY SIZE OF LOAN AND BY VOLUME OF BusINEss, 1944* 


Average Loans Outstanding 
: $100,000 $200,000 $300,000 
Average Size Under to to and 
of Loan Made $100,000 $199,999 $299,999 Over 
Under $150 ( 2)t 20.3 ( 5) 19.7 ( 2) 15.9 
$150.01-$160 ( 8) 19.3 (10) 18.5 ( 6) 17.4 
$160.01-$170 es 19.0 (12) 17.6 ( 7) 17.3 ( 1) 14.2 
$170.01-$180 (1) 17.4 (11) 16.2 (16) 15.1 ( 2) 13.5 
$180.01-$190 ( 1) 16.8 ( 3) 15.5 ( 3) 13.4 ( 4) 13.4 
$190.01-$200 (1) 14.8 ( 2) 13.2 ( 5) 13.1 
$200.01 and Over ( 2) 13.8 ( 2) 13.0 
All Offices (22) 19.4 (44) 17.5 (34) 15.6 (16) 13.7 


* Expense ratios do not include taxes, bad debt charges, or interest on borrowed funds. 


Figures in parentheses indicate number of offices. 


urce: Special Report of the — of Banks on Linnell Lenders (New York: State of New York 


Banking Department, 1946), p. 


on to consumer borrowers by permitting 
the companies to increase their legal 
rates of charge. Such a solution appealed 
neither to leaders of the industry nor to 
social agencies, with whom the compa- 
nies had worked closely since the birth of 
the industry a generation before. 

Another solution would have been to 
proceed along the general lines of the 
OPA idea and simply freeze the existing 
legal rates of charge on consumer instal- 
ment loans regardless of steadily increas- 
ing costs of operation. The ineffective- 
ness and disastrous results of such action 
were only too well known to social agen- 
cies and students who had witnessed 
over a period of many decades the failure 
of unwise legislation which attempted to 
prescribe rates of charge on consumer 
loans which were below costs of opera- 
tion.” 

In every state which had fixed rates be- 
low costs the inevitable consequences had 
been: the driving out of the legally op- 
erating consumer finance industry, the 
introduction of thriving black markets 
(i.e., the rise of numerous unlicensed 
lenders or “loan sharks’), a shrinkage in 

™ Cf. E. F. Donaldson, Personal Finance (New York: 
Ronald Press, 1948), pp. 33, 35-35. 43; W. C. Waite 


and R. Cassady, Jr., The Consumer and the Economic 
Order (New York: McGraw-Hill, 1949), p. 333- 


the volume of loan service available to 
meet the needs of consumers, and the 
exaction of exorbitant rates (120 per 
cent per annum and up) of charge.® 

Still other solutions might have been 
considered, for example, intervention by 
society for the purpose of subsidizing the 
industry so as to maintain rates of charge, 
or for the purpose of socializing the in- 
dustry or replacing it by a government 
owned and operated consumer loan serv- 
ice. 

It was obvious, however, that such in- 
tervention would not prevent a rise in 
the true rates of charge, which would be 
composed of the apparent rate and the 
increased taxes needed to cover the sub- 
sidy or the losses of government opera- 


5“The general effect of putting the rate too low is 
to drive the licensed lenders from making the smaller, 
riskier, and more expensive loans and to promote 
non-licensed lending of the loan-shark variety, thus 
defeating the basic purpose of the law and reducing 
service in the lower loan brackets, where service is 
most needed.”—R. B. Westerfield, Money, Credit, 
and Banking (rev. ed.; New York: Ronald Press, 
1947), P- 952- 

See also Rolf Nugent, “Three Experiments with 
Small-Loan Interest Rates,” Harvard Business Re- 
view, Cambridge, October 1933; “Combatting the 
Loan Shark,” Law and Contemporary Problems, 
Duke University School of Law, Durham, N. C., Vol. 
VIII, No. 1, Winter, 1941; W. T. Foster, Loan Sharks 
and Their Victims (New York: Public Affairs Com- 
mittee, Inc., 1945). 
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tion. The taxes would have to come out 
of the pockets of the beneficiaries or of 
the lower middle class since the multipli- 
cation of the government’s social welfare 
programs was exhausting other tax 
sources. In addition, there were serious 
political and economic implications in 
social intervention of the types men- 
tioned. The political problems involved 
in a governmental agency trying to en- 
force collection of small loans would be 
tremendous. 

In the end, it appeared that the most 
direct and effective solution to the urgent 
problem of holding down operating cost 
ratios, and thereby rates of charge to con- 
sumers, would be to increase the average 
size of loans.® Only by increasing loan 
sizes could consumer finance companies 
continue to serve the same classes of cus- 
tomers and meet demands corresponding 
to those in the past. In an inflationary en- 
vironment, with prices and wages rising, 
the amounts of loans needed to meet 
emergencies rose correspondingly. This 
was the solution which best fitted the 
needs of the borrowers. To make this 
possible, wise social legislation would be 
necessary to raise the legal loan limit of 
the companies from the old $300: max- 
imum to a higher limit, without increas- 
ing the rates of charge previously per- 
mitted on loans up to the $go0o figure, 
and with lower rates prescribed for loans 
exceeding this figure. 

® This solution of increasing average loan size was 
being utilized by such consumer lenders as commer- 
cial banks, industrial or Morris Plan banks, and in- 
dustrial loan companies who were not hampered by 
low legal loan limits, but were empowered to make 
consumer instalment loans ranging up to $2,500, 
$3,500 and even $5,000. 

For example, New York City banks increased the 


average size of their consumer instalment loans from 
$293 in 1939 to $367 in 1944, or by 25 per cent. Cf. 
Analysis of Operations of Personal Loan Depart- 
ments of Banks and Trust Companies, 1939-1944 
(New York: State of New York Banking Department, 


1945), p- 6. 


THE SocIAL DESIRABILITY OF RAISING 
LEGAL LOAN MAXIMA 


The question now arises as to whether 
or not the solution which was actually 
adopted is socially desirable, as well as 
in accord with sound business practice. 


Effects of Inflation on Consumer Bor- 
rowers 


During the inflationary period of the 
Forties, two things became clear with re- 
gard to consumer borrowers: first, there 
was an increasing need among the cus- 
tomers of consumer finance companies 
to borrow amounts in excess of $300; 
second, the marked rise in the incomes of 
these customers enabled them to take 
care of the repayment of advances in ex- 
cess of the old $300 maximum. 

The cost of living for moderate income 
families, as indicated by the Consumer 
Price Index of the Bureau of Labor Sta- 
tistics in the U. S. Department of Labor, 
had risen by almost one-third at the end 
of the war and by more than two-thirds 
a few years later.° The average weekly 
earnings of factory workers had doubled 
during the war and by 1949 were 234 
per cent of the 1939 figure.'! Wide swings 
in national income, price levels, and 
wage scales made it necessary toward the 
end of World War II to re-examine the 
appropriateness of the $300 maximum 
loan limit for consumer finance company 
lending.?? 

” The index rose from 99.4 in 1939 to 129.3 on 
August 15, 1945, and to 167.0 on December 15, 1947. 
—Monthly Labor Review, February 1950, p. 239. 

™ The rise was from $23.86 in 1939 to $55.72 in 
September 1949.—Ibid., October 1945, p. 615, and 


January 1950, p. 110. 

* The apparently easy solution, as it would ap- 
pear to a layman, i.e., just let the consumers who 
needed more than $300 go to the commercial banks, 
would not work. While the commercial banks op- 
erate under recently enacted special legislation per- 
mitting them to make consumer instalment loans up 
to $2,500, $3,500 and even $5,000, many consumers 
needing more than $300 were, and are, unable to 
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Income payments in 1944 were more 
than twice the amount paid in the pros- 
perous year of 1929, and two and one- 
half times the 1939 amount.!* Factory 
payrolls had increased even more, the 
1944 payments amounting to two and 
three-quarters times those of 1929 and 
more than three times those of 1939.14 
Wholesale prices had risen 35 per cent 
and the cost of living 30 per cent from 
1939 to 1944.7° 

The Bureau of Labor Statistics of the 
Department of Labor had disclosed that 
half of all families and single persons in 
the United States had incomes of $2,700 
or more in 1944 after paying income 
taxes, or 42 per cent more than they 
earned in 1941. The Bureau added that 
about 42 per cent of city families and 
single persons had incomes of more than 
$3,000 after taxes, in 1944, compared 
with only 20 per cent in 1941.1* The per- 
centage of families having annual in- 
comes above $1,500 increased from 36 
per cent in 1936 to 73 per cent in 1946.17 

Study of such data as the foregoing by 
state supervisory officials during the war 
and early postwar years suggested that 
“a $300 limit does not have the same 
meaning today as in former years. The 
best guide to the size of licensed lender 
loans is the size of the borrower’s income. 
The borrower’s ability to repay as meas- 
ured by his current wages is important 
as a guide to size of loan in all phases of 
consumer credit. It is relied upon widely 


offer the security and meet the standards required 
by personal loan departments of commercial banks. 

8 National Income and Product Statistics of the 
United States, 1929-46 (Washington: U. S. Depart- 
ment of Commerce, July 1947), p. 20. 

* Ibid., p. 27. 

“ Federal Reserve Bulletin, February 1950, pp. 
230-231. 

*“Expenditures and Savings of City Families in 
1944,” Monthly Labor Review, January 1946, p. 1. 

“Relation Between Family Spending Patterns 
and National Income,” Northwestern National Life 
Insurance Company, Minneapolis, 1946, p. 5. 


by licensed lenders. A borrower’s indebt- 
edness is generally limited by licensed 
lenders to an amount which will require 
monthly payments no greater than 10 to 
15 per cent of his income. Studies of con- 
sumers’ expenditures suggest that except 
in special cases the lower of these limits 
is to be preferred. On that basis a loan of 
$300 for the maximum period of twenty 
months requiring monthly payments on 
principal and interest of about $18.50, 
could safely be made to a borrower hav- 
ing an annual income of $2,000. Those 
who have above $3,000, and especially 
those with incomes as large as $3,500, 
should not find it burdensome to repay 
a loan of $500 in twenty monthly instal- 
ments of approximately $30 each. A 
larger borrowing power in an emergency 
may frequently prove a great conven- 
ience and advantage to the $2,000-$3,500 
income group. The State of New 
York Banking Department, recommends, 
therefore, that the maximum loan limit 
be raised from $300 to $500.”28 

While a comparison of war-end or 
postwar conditions with the situation 
immediately preceding the war reveals 
rather dramatically the need for revising 
the old $300 maximum loan limit up- 
wa-ds, the inadequacy of this limit is 
best appreciated by comparing condi- 
tions before 1916 (when the $300 ceiling 
was established) with those in the Forties. 

A mid-century review of the buying 
power of the dollar makes clear that the 
family dollar in 1900 went three times 
as far as it would go in 1950.1° Wages at 

% Special Report, op. cit., p. 19. 

* U.S. News and World Report, January 20, 1950, 
pp. 11-12. The typical workingman’s family, accord- 
ing to official figures, had a monthly income of only 
$54.25 in 1900. But the family’s housing cost only 
$12.20, including light and fuel. Clothing costs for 
the family of four amounted to $6.66 a month. Food 
came to $22.20. After spending $10.35 a month for 
“sundries,” a family had $2.84 to lay aside. 


Typically, a middle-income family received about 
$700.00 a year, and enjoyed a standard of living about 
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the beginning of the present century av- 
eraged less than 23 cents an hour. The 
average factory worker got less than 22 
cents an hour, the building tradesman 37 
cents, and for common labor the going 
hourly rate was 15 cents. 

Before the end of World War II, av- 
erage hourly earnings and average weekly 
earnings were more than four times as 
large as they were in the days when the 
Uniform Small Loan Law was being 
formulated. By 1949, they were more 
than five times as large as in 1914.” 

But, while consumers’ incomes have 
increased, their living expenses have also 
risen greatly, as indicated by the Con- 
sumers’ Price Index of the Bureau of 
Labor Statistics. In addition, it should be 
noted that consumers have come to de- 
mand and require, as a part of what they 
regard as a satisfactory level of living, 
many articles which were unknown in 
pre-World War I days: radios, television 
sets, deep freeze units, and many other 
items of high price which require an av- 
erage family to make use of consumer 
credit.”4 


half as high as such a family has today. For a mid- 
dle-income family, rent was only about $15 a month, 
and a housewife could buy pork chops for 13 cents a 
pound, rib roast for 12 cents a pound, a. loaf of 
bread for a nickel, a pound of butter for a quarter, 
and a pound of lard for a dime. Fresh country eggs 
ranged from 15 cents to 19 cents a dozen, milk from 
5 to 8 cents a quart in various cities, and a haircut 
cost 15 cents. A suit at $10 was fine enough for 
Sunday wear, and so were an 80 cent shirt and a 
$2.75 pair of shoes. 

The average housewife refused to pay more than 
$1.50 for a cotton house dress, or more than 6o cents 
for good bed sheets. A big house could be built for 
$4,200. By 1939 this $4,200 house was up to $10,000 
in cost, and by 1949 it took $21,000 to build. In 1949, 
bread had risen to 14 cents or more a loaf, milk to 
21 cents a quart, medium priced suits to $50, and 
shoes to around $9. 

* Monthly Labor Review, October 1945, p. 615, 
and January 1950, pp. 110-111. 

* An extended treatment of this development is 
found in Reavis Cox and Ralph Breyer, The Eco- 
nomic Implications of Consumer Plant and Equip- 
ment (Washington: Retail Credit Institute of Amer- 
ica, 1944), pp. 10-31. 


Before World War II the tendency for 
the average size of loans made by con- 
sumer finance companies to increase 
even though the legal maximum limita- 
tion remained at $300 indicated a grow- 
ing need for larger loans. For example, 
in the state of New York the average size 
of loans by consumer finance companies 
rose steadily from $157.65 in 1936 to 
$165.94 in 1941 and $173.20 in 1944. 
“This has resulted chiefly from an in- 
crease in the percentage of all loans made 
in amounts above $200 from 26.8 to 33.7 
per cent in this period. An average size 
of $285 for the loans made in amounts 
between $200 and $300 indicates that a 
large proportion of this group is made 
for the $300 limit.”?? In Ohio, which had 
no maximum loan limit until July 1943, 
the average size of loan had risen to 
$205.82 by 1944.78 


Need of Larger Loans for Refinancing 


When a family, because of one kind of 
emergency or another becomes over-in- 
debted at stores, service establishments, 
professional men, and other creditors, 
and becomes slow in paying its bills, it is 
often necessary to refinance the indebted- 
ness. By securing a consumer instalment 
loan of sufficient size the family is en- 
abled to pay off its past due bills to vari- 
ous creditors. The indebtedness is con- 
solidated and centralized at one place so 
the family can make one payment each 
month in liquidating its debt, and still 
retain enough of its monthly income to 
meet living expenses. 

If the family’: needs more than $300 
and borrows from two or more consumer 
finance companies, the cost to the bor- 
rower is greater than if it were possible 
for him to borrow the entire amount 
from a single company. This is because 
the legal rates permitted on a $100 loan 


= Special Report, op. cit., pp. 19, 38. 
* A loan limit of $1,000 became effective July 1943. 
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are usually higher than those allowed on 
a $200 loan, and these rates in turn are 
higher than those on a $300 loan. In 
states which enacted legislation in the 
Forties enabling consumer finance com- 
panies to make loans in excess of $300, 
lower rates were prescribed for such 
loans than the rates permitted on loans 
less than $300. 

In connection with this problem, sev- 
eral studies made in the mid-Forties indi- 
cated that the $300 limit was too low to 
meet the refinancing needs of an appre- 
ciable proportion of the customers of 
consumer finance companies. For exam- 
ple, in 1945 a study was made of all 
borrowers who had obtained $300 loans 
from the Michigan offices of a leading 
consumer finance company. In a total of 
5,803 borrowers of $300 loans, 2,545, or 
44 per cent, owed debts other than those 
they paid with the $300 loaned them by 
the company. These 2,545 borrowers 
owed an average debt of $219 over and 
above the company’s loan of $300. Some 
1,400 of the 2,545 borrowers secured ad- 
ditional financing from other consumer 
finance companies and other types of 
lenders.** 

In April 1944, a study was made of all 
the $300-borrowers who had open ac- 
counts at the Indiana branches of a lead- 
ing consumer finance company. The total 
number of open accounts which were 
$300 loans when made was 2,352. The 
number of these borrowers who listed 
other debts than those to be paid from 
the proceeds of the $300 loan was 1,193, 
and the total amount of such other debts 
listed was $203,756. This represented an 
average amount of $171 for each of the 
persons who secured a $300 loan from 
the company. Of the 1,193 $300-borrow- 
ers, 567 secured additional financing 
* A Proposal to Amend the Small Loan Act, 1945, 


a mimeographed brief by Household Finance Cor- 
poration, p. 11. 


from different consumer finance compa- 
nies and other lenders.” 

Such studies as the foregoing suggested 
that it would have been helpful to bor- 
rowers had they been able to secure on 
the average from $171 to $219 more than 
the $300 maximum borrowed from the 
company, thereby consolidating their en- 
tire indebtedness and centralizing it in 
one place at a lower rate of cost. 


Inadequacy of Loan Service Above $300 

While it became clear in the early 
1940's that consumer finance companies 
would find a demand for their services 
in amounts exceeding $300 if the archaic 
legal loan limit were revised upwards, 
the argument was advanced that all needs 
for consumer loans above $300 could be 
served by the banks and other lenders al- 
ready having higher loan limits, their 
legal maximums for consumer instal- 
ment loans ranging up to from $3,500 to 
$5,000. 

In reply, it was pointed out that the 
bulge in the $250-300 size class revealed 
by analyses of percentage distributions 
of loans made under the $300 maximum 
limitation (as exhibited in Table 6) in- 
dicated that many borrowers needing 
more than $300 were unable to meet the 
requirements of banks and other lenders, 
and were borrowing the maximum of 
$300 at one consumer finance company 
and getting the rest from another lender. 

Where there is no arbitrary low limit 
placed upon the loans by consumer fi- 
nance companies, banks, or any other 
kind of lender, one might expect to find 
the sizes of loans distributed about as fol- 
lows. First, a small or fair percentage of 
the loans made will be of the smaller 

* Proof of Public Necessity, 1944, a brief sub- 
mitted to the Department of Financial Institutions, 
State of Indiana, by Household Finance Corpora- 


tion in applying for licenses to make loans in excess 
of $300 under the loan and investment company act. 
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sizes. A larger percentage will be of me-_ three larger $50 size classes have smaller 


ae dium size. Then there will be a tapering percentages of loans. 
ted off, with smaller and smaller percentages But in Column 2, the next size class rt 
ams, of the loans being in the larger sizes. ($250-$300) shows an extraordinary in- r 
ae Such a situation is shown in the first crease in the percentage of loans, thereby 
- column of Table 6, designated by the sharply reversing the tapering off of the ‘ 
the heading ‘“‘Normal.” statistical trend. This great bulge in the a 
aa maximum size class of loans in states hav- 
in TABLE 6.—PERCENTAGE OF CONSUMER INSTAL- ing the $300 loan limit, suggests that if i 
MENT LOANS IN DIFFERENT SizE CuasseEs, 1945 loans could have been made for larger ¥ 
Por Conta Banter of sizes, there would have been a very much 
300 smaller percentage of $2 50-$300 loans, 3 
Size of Loan Normal Restricted and that the still larger size classes would 
rly $50 or less 11 11 have shown decreasing percentages of 
loans, as in Column 1 where there is no 
: 150.01-200.00 15 16 pronounced bulge in the $250-$300 size. 
This exaggerated bulge at this size of 
loan was exhibited not only in the Illi- 4 
i Over $500.00 3 nois figures for 1945 (which are the Col- ; 
— — umn 2 figures in Table 6) but in the data & 
for all other states where consumer fi- 
i. Source: Records of Household Finance Corpora- ance companies had not been enabled 
tion, Chicago, Illinois. The in by legislation to make loans of more 
offices. in the state of Ohio; those in the column than $300. The bulge did not appear 
headed ‘‘Restricted” refer to all loans made by 32. jn Ohio data (which are the Column 1 ' 
the ee nee Cee figures of the table) and in those of the 
led several other states where, by registering 
_ The proportion of the total loans under discount laws in addition to small 
_ which were for $50 or less is 11 per cent. loan laws, consumer finance companies r 
baad The percentage rises to 24 in the next had found it possible to lend up to $1,- . 
ing larger size class ($50-$100) and then, ex- 000. ; % 
the cept for one slight break, smaller and It was admitted that banks and other 
ers, smaller percentages are made in each of competitors of the consumer finance 
| of the larger size classes. companies made many large consumer q 
any The situation for consumer finance loans. But they do not meet the demand 1 
der. companies operating under the old $300 _ for loans of more than $300 coming from 
mit maximum loan limit of the Uniform consumers who customarily borrow from . 
* fi- Small Loan Law is strikingly different,as consumer finance companies. Further- 1 
her indicated in the second column (headed more, many banks do not want to meet 
ind Restricted”) of Table 6. The percentage this demand fully. This is because the 
fol- of total loans in each size class is practi-  yjsk and the expense involved in serving 
e of cally identical in the two columns of these consumers exceeds banking stand- 
ler Table 6 up to the $250-$300 size class. In ards. 
oat each column, the same percentage of Banks are engaged in lending their de- 
home, loans is made in the $50 or less size class, 
soul the largest percemtagr of loans is made in sumer — wtih in Tilinois was raised from 


the $50-$100 class, and each of the next — ¢00 to $500. 
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positors’ money. Also, they have rela- 
tively low rates of charge determined by 
bank policy, by tradition, and by law. 
Because of these reasons they cannot af- 
ford to make loans which are partially or 
totally unsecured or which involve ex- 
pensive servicing. Naturally, therefore, 
many consumers cannot qualify for 
credit at the banks and customarily bor- 
row from consumer finance companies, 
which have no depositors’ money to risk 
and which are permitted to charge higher 
than so-called “bank rates’ so thai they 
may handle the more risky and expensive 
loans. 

To protect themselves, banks usually 
require the consumer to pledge security 
equal to or in excess of the face of the 
note: collateral in the form of stocks or 
bonds, savings accounts, insurance poli- 
cies having large cash surrender values, 
real estate, or automobiles.”” In case the 
borrower cannot pledge security, he must 
obtain co-signers or endorsers who do 
have security acceptable to the bank. It 
is exceptional for banks to make large 
consumer instalment loans merely on a 
borrower’s signature or on his household 
goods. 

In contrast, more than three-fourths of 
the loans made by consumer finance 
companies are on household chattels or 
are wholly unsecured.*® Loans of con- 
sumer finance companies are made pre- 
dominantly to meet emergencies and are 
not, except to a very limited extent, for 
the purchase of major durable goods. 
They have often been described as reme- 
dial loans.” 

Thus, while banks handle a large vol- 


* More than one half of the total consumer in- 
stalment loans of commercial banks at the end of 
1950 were direct loans for the purchase of avtomo- 
biles and were secured by pledge of those automo- 
biles.—Federal. Reserve Bulletin, April 1951, pp. 
448-49. 

*% Special Report, op. cit., Table 7, p. 40. 

“Loans of $300 and Less,” United States In- 
vestor, August 1, 1942; pp. 3-4. 


ume of consumer loan business, it is well 
known that they must of necessity follow 
a selective policy in their lending so as to 
minimize risk and expense. This selec- 
tive loan policy brings it about that 
banks serve largely a different class of 
consumers than those served by con- 
sumer finance companies,*° whether 
loans above or below $300 are under con- 
sideration. 

It appeared, therefore, that a need ex- 
isted for loans above $300 by consumer 
finance companies and that such lending 
by the companies for the most part 
would not compete directly with, or du- 
plicate, the consumer lending business of 
banks or other types of lenders. 


The Social Need for Competition 


Not only was there a need for serving 
borrowers of more than $300 which was 
not being met by banks and other lend- 
ers because of risks and other factors. 
There was also a social need for competi- 
tion generally in this field, and there will 
always be a need for such competition. 
It is to the best interests of the worker 
and ordinary consumer to build up the 
competitive capacity of the licensed con- 
sumer finance company. 

While the companies, because of the 
risks they accept and the many very small 
loans they make, cannot charge as low 
rates on loans above $300 as can an effi- 
ciently operated bank, their activity in 
competing for these loans will keep the 
banks on their toes. Maintenance of the 
old $300 maximum loan limits in con- 
sumer finance company legislation would 
tend to give the banks a monopoly (a 
pretty complete monopoly in many com- 
munities) on loans above $300. Free and 

* J. M. Chapman, Commercial Banks and Con- 
sumer Instalment Credit (New York: National Bu- 
reau of Economic Research, 1940), pp. 64-71; P. 
Campbell, The Consumer Interest: A Study in Con- 


sumer Economics (New York: Harpers, 1949), pp. 
293, 
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fair competition among a variety of dif- 
ferent types of lending services is needed 
for the protection of consumers. 

This policy has been followed in the 
past as a sound one. For example, when 
10,000 commercial banks wanted to en- 
ter a brand new field for them—the mak- 
ing of consumer instalment loans in 
amounts up to $2,500 or $5,000—no op- 
position was raised on the basis that they 
would compete with the industrial or 
Morris Plan banks and industrial loan 
companies already making the very same 
type of loans. It was not argued that the 
industrial banks and industrial loan com- 
panies should have this field reserved to 
them as a partial monopoly.*? 

Similarly, when industrial or Morris 
Plan banks began their recent trend of 
conversion into commercial banks under 
state and federal charters, no objection 
was made. It was not contended that the 
commercial banks already in the field 
should be protected from the direct com- 
petition in their commercial banking 
business involved in this trend.*” 

The movement among consumer fi- 
nance companies was not to enter a 
brand new field of lending as in the fore- 
going cases. It was merely to serve more 
adequately and cheaply the same kind of 
borrowers they had been serving for 
more than a quarter of a century. In 
short, in this consumer instalment loan 

*! Statements of this attitude are found in Myron 
T. Bone, “Industrial Banking,” Time Sales Financ- 
ing, Chicago, October 1936; W. T. Foster, Consumer 
Loans by Commercial Banks (Newton, Mass.: Pollak 
Foundation for Economic Research, 1940), pp. 39-41. 

* By 1945 more than half of the members of the 
Morris Plan Bankers Association were offering de- 
mand deposit service, and it was the consistent policy 
of the association to urge upon members that “legiti- 
mate and adequately capitalized industrial banks 
should become state banks as rapidly as possible.” 
See also, E. A. Dauer, “Radical Changes in Industrial 
Banks,” Harvard Business Review, Cambridge, Vol. 
XXV, No. 4A, Autumn 1947, for a detailed treatment 


of recent developments in the industrial banking 
field. 


field, the entire group of consumer-bor- 
rowers is not divided into a clientele of 
banks and a clientele of consumer fi- 
nance companies by one single factor 
such as the size of the loan desired.** 

There are indeed, broadly speaking, 
separate clienteles for banks and con- 
sumer finance companies and for indi- 
vidual banks and individual companies. 
These clienteles are determined by many 
factors rather than by mere size of loan, 
for example, the risk presented, or the 
security offered by the borrower, the ex- 
tent to which privacy, ease and speed of 
obtaining loans is desired by the bor- 
rower, the degree to which budgeting 
and counseling service is needed by the 
borrower, and so on. 

In a field characterized by product or 
service differentiation (like that of dif- 
ferent retail stores selling nationally ad- 
vertised brands of goods on charge ac- 
count or instalment credit, or that of 
various lending institutions offering con- 
sumer loan services), the clientele of a 
given seller or lender consists of several 
groups: those who prefer to trade with 
him if he charges the same prices or rates 
as do his competitors; those who, because 
he gives better service or satisfies their 
needs better in some way, prefer to trade 
with him even though his prices or rates 
are higher;** those who are rejected by 
his competitors because of risk or other 
considerations—and these groups are 
largely defined without reference to size 
of transaction or of loan. 

* Theodore O. Yntema, “The Market for Con- 
sumer Credit: A Case in ‘Imperfect Competition,’ ” 
Annals of the American Academy of Political and 
Social Science, March 1938, p. 82. This article repre- 
sents one of the first important attempts to apply 
recent advances in economic theory to the consumer 
credit field. 

™ Cf. the two basic treatises in this particular field 
of price theory: Joan Robinson, The Economics of 
Imperfect Competition (London: Macmillan, 1938), 
pp- 89-90; Edward H. Chamberlin, The Theory of 


Monopolistic Competition (Cambridge, Mass.: Har- 
vard, sixth edition, 1948), p. 63. 
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With regard to those consumers who 
need to borrow more than $300 or $500, 
it has been found that an appreciable 
proportion of them either (1) cannot se- 
cure loans from other sources than con- 
sumer finance companies because of risk 
or other factors,** or (2) definitely prefer 
to borrow from the companies even 
though higher rates of charge are in- 
volved. The New York State Banking 
Department includes the following 
among the reasons for that preference: 
the privacy, ease, and speed with which 
loans can be obtained from licensed 
lenders, the flexibility of loan plans, the 
willingness of licensed lenders to make 
loans without co-makers, and to advance 
additional funds before a loan is repaid.** 
These borrowers are apparently also 
aware of the value to themselves of the 
budget and financial counseling service 
performed by the consumer finance com- 
panies. 


Effects of Higher Limits on Loan Service 
Below $300 


Would the establishment of higher 
loan maxima lead consumer finance com- 
panies to be less enthusiastic over the 
making of distinctly small loans? It is 
sometimes argued that a field where op- 
erating costs are lower will have been 
opened to the companies and that this 
field will acquire attractiveness. It has 
been urged that the companies ought to 
be encouraged to give real service to the 
distinctly small borrower and that noth- 


*“Another reason for the higher rate borne by 
licensed lender loans is the higher loss ratio they 
bear. The Department’s studies of consumer credit 
show that losses experienced by the commercial banks 
engaging in the personal loan business are only one- 
third of the loss experienced by licensed lenders.”— 
Special Report, op. cit., p. 10. 

In short, many consumer-borrowers, whether they 
need less than-or more than $300, present more risk 
than banks find it possible to accept and constitute 
a demand for both large and small loans from con- 
sumer finance companies. 

* Ibid., p. 9. 


ing should be done to make them less 
eager to do so. 

This objection might possess validity 
if the small loan laws of the various states 
permitted today, as they did a generation 
ago, the charging of a single, high flat 
rate on all sizes of loans up to the maxi- 
mum allowed. However, the practice to- 
day among states having effective legisla- 
tion based upon the Uniform Small Loan 
Law is to establish graduated-rate sched- 
ules.*7 That is to say, a relatively high 
rate is permitted on the smallest loans 
up to a specified amount, usually $100 or 
$150, a lower rate on balances between 
this amount and a higher figure, and a 
still lower rate on larger balances. 

Thus, by permitting a rate on the 
smallest sizes of loans sufficient to cover 
direct costs and make a little contribu- 
tion toward overhead, it is possible to 
keep the making of distinctly small loans 
an attractive field for consumer finance 
companies. Raising the maximum loan 
limit and thereby enabling the com- 
panies to make some of the larger loans 
at the reduced rates prescribed by law 
permits the companies to reduce their 
operating cost ratios, with the result that 
the borrowers of the distinctly small 
loans may continue to be served at no in- 
crease in rates of charge.** 


Is Raising the Loan Maximum Consist- 
ent With USLL Philosophy? 


The Uniform Small Loan Law, drafted 
in 1916, incorporated as one of its basic 
provisions a legal loan maximum of $300, 
and for a quarter of a century successive 


* Starting in 1916, the first five drafts of the Uni- 
form Small Loan Law provided for a single flat rate 
on all sizes of loans up to the maximum. The Rus- 
sell Sage Foundation inserted a graduated rate struc- 
ture in its sixth draft (1935) of the model law. 

** A more complete treatment of the question of 
adequate loan service below $300 may be found in 
Clyde William Phelps, “The Social Control of Con- 
sumer Credit Costs: A Case Study,” Social Forces, 
May 1951. 
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revisions of this model law retained this 
provision. However, there appears to be 
nothing inconsistent between the origi- 
nal fixing of the loan maximum at $300 
and the recent raising of that limit to 
bring about a more adequate service of 
the share of the market which consumer 
finance companies are qualified to serve. 

Undoubtedly the philosophy of the 
Uniform Small Loan Law held that so- 
cial policy should be to confine consumer 
finance company lending activity to the 
small borrower, that the companies exist 
to specialize in loans of small amounts 
to persons of modest means. However, 
the words “small amounts” and “modest 
means” are relative phrases. 

Therefore, from time to time, consid- 
eration should be given to the meaning 
which these phrases have acquired un- 
der changed conditions, for example, as 
a result of great increases in the cost of 
living and in the incomes of consumer- 
borrowers. Social policy may retain the 
old principle of prescribing a relatively 
low legal maximum loan limit for con- 
sumer finance companies, but at intervals 
may consistently adjust this maximum 
upward, the amount of the increase be- 
ing more or less in proportion to the in- 
crease in borrowers’ incomes. 

Thus, when the State of New York 
first adopted a small loan law in 1895, a 
limit of $200 was set as the maximum 
loan to one borrower. This remained un- 


changed until 1920 when the limit was : 
raised to $300. In 1949 the limit was in-. 


creased again to $500, the purposes being 
to enable consumer finance companies to 
continue to provide “loans of small 
amounts to persons of modest means,” to 
enable the companies to reduce their op- 
erating cost ratios and to guard against 
“elimination or serious impairment of 
present small loan facilities and the re- 
turn of the loan shark,” and to make fea- 
sible ‘‘the lowest possible rates consistent 


with the maintenance of adequate serv- 


SUMMARY AND CONCLUSIONS 


Consumer finance companies are, next 
to commercial banks, the main source of 
consumer instalment loans in the United 
States. The experience of the companies 
in connection with reduction of costs 
may be divided into two periods. In the 
interwar period, from World War I to 
World War II, the reductions in costs at- 
tained were both relative (percentage of 
average outstanding loan balances rep- 
resented by operating expenses) and ab- 
solute (dollar cost of acquiring, servic- 
ing, and collecting, per loan). These cost 
reductions, effected under state legisla- 
tion prescribing a maximum loan limit 
of $300, were reflected in lower rates of 
charge to consumer borrowers as a result 
of competition and of legislative revision 
of rate schedules. 

In the decade beginning with World 
War II, which was characterized by infla- 
tionary increases in the prices of cost fac- 
tors (for example, increased dollar cost 
per hour of labor, per square foot of of- 
fice space, and so on) dollar costs per loan 
have tended to increase and cost reduc- 
tions have been primarily relative (as 
represented by a decline in operating 
cost ratios). These decreases in operating 
cost percentages have been translated by 
legislative revision of rate schedules into 
lower percentage rates of charge, repre- 
senting lower dollar costs per $100 bor- 
rowed, to consumers. 

A major, and indeed indispensable, 
factor in the recent reduction in costs is 
to be found in the increasing average size 
of loan made by the companies, a devel- 
opment made feasible by changes in state 
legislation. Table 7, based on the records 
of one consumer finance company, shows 


* Special Report, op. cit., pp. 10, 16, 20. 
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TABLE 7.—PERCENTAGE DISTRIBUTION OF THE LOANS OF A LARGE CONSUMER FINANCE 
COMPANY IN SPECIFIED YEARS, By S1zE or LoAN* 


Year 


Size of Loan 1937 1939 1941 1943 1945 1947 1949 1951 
$0- 25.00 19 73 2.42 3.13 1.57 94 22 .08 
25.01- 50.00 8.90 9.39 9.69 11.89 7.95 5.64 2.26 1.85 
50.01- 100.00 21.50 23.70 23.05 25.86 22.44 16.96 9.77 7.99 
100.01- 150.00 17.50 18.86 18.06 17.96 18.18 15.40 15.61 12.82 
150.01- 200.00 21.14 17.00 14.59 13.77 15.72 15.54 11.91 10.72 
200.01- 250.00 6.70 7.78 8.37 7.09 7.54 8.51 13.39 12.00 
250.01- 300.00 24.06 22.13 22.58 19.02 23.51 28.89 24.28 20.43 
300.01- 400.00 01 26 65 62 1.27 2.22 9.28 10.82 
400.01- 500.00 _ 15 59 54 1.15 2.59 8.70 15.56 
500.01-1000.00 12 67 3.01 3.94 6.42 
Over $1,000.00 — 30 64 1.31 
Totals 100.00 100.00 100.00 


* Data refer to offices in the United States. 
Source: Household Finance Corporation. 


the tendency during recent years toward 
the making of increasing percentages of 
loans in the size-classes above $300. 

Today, the small loan laws of thirteen 
states provide for larger loans than the 
$300 maximum loan established by the 
Uniform Small Loan Law of 1916. The 
legal maximum loan limit is now $400 
in Missouri;* $500 in Connecticut, IIli- 
nois, Indiana, Michigan, New Jersey, 
New Mexico, New York and Washing- 
ton; it is $1,000 in Nebraska and in Ohio; 
$1,500 in Nevada; and there is no legal 
maximum loan limit in California. 

Also, in eleven states where the small 
loan maximum has not yet been revised 
‘upwards from $300, consumer finance 
companies, in conjunction with business 
done under the small loan laws of these 
states, customarily make larger loans un- 
der other statutes. These states are: Ari- 
zona, Colorado, Maine, Maryland, Mas- 
sachusetts, New Hampshire, Oregon, 
Pennsylvania, Rhode Island, Utah, and 
Wisconsin.** 

Data secured from supervising officials 
in various states and from the leading 


“ The Missouri law also permits the making of a 
second loan of any amount at 8 per cent a year sim- 
ple interest. 

“ Small Loan Laws of the United States, op. cit., p. 
8. The Indiana, Missouri and Nevada changes oc- 
curred in 1951. 


consumer finance companies operating 
nationally indicate the trends since 
World War II toward an increase in the 
average size of loan made and a decline 
in their operating cost ratios. In the case 
of the largest consumer finance company, 
which operates in many states and in 
Canada, the average size of loan fell dur- 
ing the war to $156 in 1943, and then 
rose steadily as follows: 1944, $165; 1945, 
$180; 1946, $199; 1947, $217; 1948, $234; 
1949, $246; 1950, $258; 1951, $281. Its 
ratio of operating expense has fallen as 
the average size of its loans has increased. 

The future trend in the costs of con- 
sumer finance companies can be only a 
matter of conjecture. If the economy is 
to be committed to a continuing saw- 
toothed, or stair-step, type of inflation, 


_ rising prices of cost factors may make it 


increasingly difficult to reduce or even to 
hold down operating cost ratios. Hence 
rates of charge to consumer borrowers 
may have to be increased. The problem 
would tend to manifest itself with par- 
ticular acuteness wherever relatively low 
legal maximum loan limits are an estab- 
lished fundamental in the scheme of state 
control. Loan limits should not be re- 
garded as rigidly fixed. They must be 
adjusted to fit the realities of the chang- 
ing world in which consumers live. 
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PRICE DETERMINATION AT THE 
DEPARTMENT-STORE LEVEL 


PERRY BLISS 
University of Buffalo 


Price formation by the firm, as it is 
usually presented, passes lightly over a 
condition which is present in many large- 
scale manufacturing and retailing con- 
cerns, namely, a type of divisional or- 
ganization structure which necessitates a 
group of price setters within the same 
economic unit. 

Theory tends to assume that one price 
setter (presumably the entrepreneur) is 
looking at a total situation and sees the 
supply and demand schedules defining 
the relevant market data. However, in an 
economic unit such as, for example, the 
modern large-scale department store 
where there is a price setter for each of 
forty to fifty departments, the question 
arises as to what, precisely, any one price 
setter considers the supply factor and the 
demand factor. No price setter can con- 
sider the total market situation because 
he is not cognizant of conditions else- 
where in the firm. And the top executives 
who watch the over-all market position 
of the firm are not price setters. They are 
concerned primarily with the determina- 
tion of broad price policy.* 

The point of view of this article is that 
the actual price setters may be thought of 

*“In a complex operation it is fairly common for 
even top management (including the entrepreneur) 
to know neither costs nor prices of particular com- 
modities or orders. . . . As for prices, it is necessary 
to distinguish between specific pricing of the kind 
generally posited by theory, and the price policy for 
general commodity lines—e.g., ‘meet the market,’ 
‘lead the market,’ ‘follow the market,’ ‘cost plus,’ 
etc. Top management frequently confines itself to 
over-all policy formation and review.” W. W. 
Cooper, “The Theory of the Firm: Some Sugges- 


tions for Revision,” American Economic Review, 
December, 1949, Pp. 1205, footnote 4. 


as setting prices by “looking in” on the 
budgetary framework necessitated by the 
internal organization of the firm, and by 
“looking out’ at the market proper. Our 
main concern is to illustrate at the de- 
scriptive level how within one type of 
economic unit (the large-scale depart- 
ment store) a price setter operationally 
determines prices when constrained on 
the “supply” side by the institutional 
budgets or goals set up within the or- 
ganization and on the “demand” side by 
the actions of competitors and the buy- 
ing habits and motives of ultimate con- 
sumers. 

This analysis of the problem of price 
determination in a department store is 
developed in the following manner: first, 
the “product retail service” is distin- 
guished from the “‘product merchandise” 
in the selling of which the retail service 
is performed; second, the manner in 
which the price setter views the supply 
price “looking in” and the demand price 
“looking out” will be indicated. 


Tue NATUuRE OF RETAIL SERVICE 

The specific content of large-scale de- 
partment store business, as well as the 
business of all retail establishments, is 
performing the retail service on many 
items of merchandise. The relationship 
between the retail service offered and the 
specific goods sold is very close. However, 
only by recognizing the difference be- 
tween the service and the merchandise 
can a rationale of pricing the service be 
discovered. From this point of view “the 
price under consideration is the retail 
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margin—the payment to the retailer for 
his service—rather than the retail sale 
price.’’? In a very general sense the con- 
cept “value added” measures the same 
notion in manufacturing firms. 

The retail markup or margin thus rep- 
resents the price a retail outlet receives 
in return for performing the retail serv- 
ice. The maintained markup for the store 
as a whole is the accumulated difference 
between the cost and the realized selling 
price of the total merchandise sold dur- 
ing a period of time, expressed as a per- 
centage of the selling price. Consumers, 
however, do not buy retail service in 
gross but rather in units. “A unit of re- 
tail service consists of all the service per- 
formed in the transference of one physi- 
cal article from the person from whom 
the retailer buys to the one purchasing 


from the latter.”* Thus the markup on | 


any specific piece of merchandise meas- 
ures the price charged for that unit of re- 
tail service. However, with as many as 
50,000 to 75,000 items to be priced the 
interrelation of demand which exists 
among the various goods is one of the 
price determining factors of which the 
price setters are constantly aware. 


The Interrelation of Demand 

In traditional single-firm, single-prod- 
uct analysis a lowering of price on mar- 
ginal items involves a drop in the price 
of all units offered for sale. The excep- 
tion would be in markets permitting 
price discrimination. However, in selling 
units of retail service (which are associ- 
ated with the sale of units of physical 
merchandise) it is possible to lower the 
price of some units of service without 
lowering the price on all. For example, 
assuming a constant cost of merchandise, 

?J. F. Due, “A Theory of Retail Price Determina- 
tion,” Southern Economic Journal, January, 1941, p. 


381, footnote. 
* Ibid. 


a cut in the price of a leader item repre- 
sents a lowering of the retail margin, i.e., 
a drop in the charge for the unit of retail 
service performed in the selling of each 
unit of the leader item. However, the ~ 
prices of all other goods on display may 
remain unchanged, i.e., the markups or 
prices of the units of retail service are 
not altered. Now, if more units of all 
goods, leader items plus other items in 
stock, are sold because of the increased 
traffic induced by the “pull” of the spe- 
cial bargain of the leader item, this re- 
sults in the sale of more units of retail 
service without a price reduction on all 
units. As Stigler has pointed out in this 
connection, the true marginal revenue to 
a leader item is not the marginal curve 
drawn to the demand curve of the leader 
item but the marginal curve to the sale 
of all items.* 

Concern with total receipts is always 
present in the thinking of a merchant 
who handles a variety of goods. The de- 
mand for any single item of the several 
goods in stock is seldom isolated in the 
eyes of the decision maker. 


The Framework of Pricing 


A department store, like any other 
business firm, is profitable only to the 
extent that total revenues exceed total 
costs. However, when thousands of items 
are handled the actual cost incurred in 
performing a unit of retail service on any 
item is indeterminate. If but one product 


*“The phrase loss leader has nothing but popu- 
larity to commend it. If the firm is intelligent in 
selecting and pricing loss leaders it will increase its 
profits. Given the prices of other products, the change 
in the price of the loss leader leads to increased sales 
(of this and other products) which add more to re- 
ceipts than to costs. A good loss leader is always a 
profit leader. The fact that the cost of the leader is 
greater than its marginal revenue ignoring other 
effects is irrelevant; the true marginal revenue of 
the leader, is the change in total receipts of the firm 
if other outputs (or prices) remain constant.” G. J. 
Stigler, Theory of Price (New York: Macmillan Co., 
1946), p. 314, footnote. 
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were carried, all costs could be attributed 
to it. When this is not the case, but rather 
many products share a common cost, the 
allocation becomes somewhat arbitrary 
or conventional.® 

Because the major cost of performing 
a unit of retail service on any single item 
is a common cost, retailers have adopted 
an averaging method of pricing derived 
from a “full cost” principle. Tradi- 
tionally, this policy consists of adding to 
the invoice cost of the goods a certain 
percentage markup set with reference to 
an estimated volume of business. In- 
cluded in the initial retail markup are 
estimated expenses, reductions and prof- 
its.6 These estimates are made on the 
basis of past attainment adjusted for cur- 
rent conditions and expectations of fu- 
ture trends. 

The store as a whole, therefore, besides 


*“Certain characteristics of retail costs consti- 
tute one of the main obstacles to planning a workable 
and simple cost-allocation method. For example, in 
the short run, and in relation to the individual com- 
modity, virtually the entire gamut of retailing ex- 
penses is both ‘fixed’ and ‘common.’ The ‘varia- 
ble’ and ‘separable’ expenses are usually of insig- 
nificant proportions. That is, most costs in a retail 
store, such as rent and wages, are incurred in com- 
mon for the entire range of commodities carried in 
the store.” C. H. Sevin, Distribution Cost Analysis 
(U.S. Dept. of Commerce, Economic Series No. 50; 
Washington: Government Printing Office, 1946), p. 9. 

“The ultimate but perhaps impractical ideal of 
cost accounting in retail stores is to have the operat- 
ing costs of every item handled, in other words, 
unit costs. This ideal may be impracticable for the 
reason that the expense that would be incurred in 
obtaining records of the expenses of selling every 
item handled would probably, in most cases, out- 
weigh the advantages to be gained from the infor- 
mation.” P. H. Nystrom, Economics of Retailing 
(New York: The Ronald Press Company, 1930), Vol. 
II, pp. 114-6. 

*“For the retail store this means that markup 
must be sufficient on each item to cover whatever 
direct costs there are plus a share of overhead. There 
is a basic presumption that the share of overhead 
entering full cost for each item is a pro rata share 
based on the wholesale (retail) price of the item.” 
R. M. Alt, “Department Store Price Policies,” un- 
published Ph.D. dissertation, Harvard University, 
1947, P- 205. 


the cost of the merchandise sold, has cer- 
tain costs in the form of rent, wages, etc., 
which it estimates will be incurred in the 
retailing of a certain total stock of goods 
and services in a specific location.” These 
costs plus “normal” profits, in the long 
run, must be recaptured in the selling of 
the entire range of goods. To accomplish 
this the various items in stock are broken 
down into groups or departments and 
each department budgeted in such a 
manner that a summary of the budgets 
thus attained equals the total budget of 
the total operation. For example, as a 
first approximation, the merchandise 
could be divided into departments with 
budgeted markups given to each depart- 
ment which, weighted by the sales of 
each department, would produce the de- 
sired storewise markup. For instance, if 
a store planned a general markup of 37 
per cent it might set the following de- 


partmental markups: 
Markup on Per cent 

Department Retail (%) Total s 

A 20 5 

B 30 5 

© 35 30 

D 35 40 

E 35-60 (av. 50) 20 


The success or failure of the depart- 
ments in meeting the planned figures 


*“Managements act in terms of self-created budg- 
ets, standards or quotas which are called ‘bogies’. 
. .. A typical bogie of costs in a department store 
would be about as follows: 


Percentage of 
Total Costs 
“Cost of merchandise 60 
Direct selling cost 5 
Indirect selling cost 6 
General overhead 6 
Maintenance and depreciation 4 
Advertising and display 6 
Rent 4 
Markdown (breakage, damage, error) 6 
Margin for profit 3 
100” 


See O. Knauth, Managerial Enterprise (New York: 
W. W. Norton & Co., Inc., 1948), p. 59. 
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will then determine the success or failure 
of the store as a whole. 


“LOOKING IN’—‘‘LOOKING OUT” 


Just as the store as a unit achieves its 
planned goals by aggregating the various 
department totals, the individual depart- 
ment secures its budgeted figures by ag- 
gregating the individual markups on the 
various items in its stock of goods. 


A store is, to a certain extent, a planned 
economy in miniature with a system of ac- 
counts that has its focus in solvency. To 
promote this solvency is the goal of every 
store, but each achieves it, or fails, by its 
own method of “housekeeping” and its own 
variety of price schemes.® 


Hence, because each department is a 
planned “economy” with planned goals 
or budgets, the department. head, in set- 
ting the individual prices on items of 
merchandise, must consider the effect of 
his pricing upon these departmental fig- 
ures. In short, in setting prices he must 
be “looking in” on the economy of the 
store. At the same time he must be “look- 
ing out” at his rivals and competitors and 
at the buying public. While in actual 
practice he at one and the same time 
evaluates and integrates these two forces 
which together determine prices, an ana- 
lytical treatment separates them for ex- 
pository reasons. 


PricE DETERMINANTS ‘“‘LOOKING IN” 


. no transaction is an_ isolated 
thing. It has to be integrated into the de- 
partment’s figures as these in turn must 
be integrated into the store’s total econ- 
omy.”® Some of the department’s budg- 
eted figures which have primary impor- 
tance in determining prices are (1) 
planned sales, (2) purchases during the 

*W. Hamilton, Price and Price Policies (New 


York: McGraw-Hill Book Co., Inc., 1938), p. 375. 
* Ibid., p. 377. 


period, (3) inventory at the close of the 
period, (4) percentage of inventory 
markup, and (5) gross margin to be main- 
tained.° While these planned or goal 
figures do not exhaust the list of depart- 
ment store benchmarks, they are of con- 
siderable significance in the calculation 
of individual pricing. 

The estimated dollar volume of sales 
for a given period is probably the most 
“sensitive” figure of the group and the 
one watched with the greatest interest. 
Inasmuch as all the cost percentages are 
based on the sales volume, any deviation 
from the budgeted sales volume affects 
all the others. When sales are greater 
than expectations, all other things being 
equal, selling costs, rent charges, etc., 
drop percentage-wise. On the other hand, 
when sales are less than planned, costs in- 
crease percentage-wise. 


Prices 


With respect to price determination 
the department head and merchandise 
manager have to re-examine prices if 
sales volume is less than planned. This 
does not mean that prices are the first 
factor to be suspected as a cause for a 
drop in sales. In many cases merchandise 
selection, selling effort, advertising, gen- 
eral economic conditions, competitors’ 
actions or the weather may be suspected. 
But in the event of a prolonged and 
otherwise unexplained drop in sales fig- 
ures the price structure would be re-ex- 
amined. A general cut in prices or a gen- 
eral rise in prices would not be seriously 
considered. Rather, individual prices 
would be altered. Leader items would be 
competitively shopped to see if they were 
priced’ to meet or better competition. 
Such items might be reduced in price to 
secure more store traffic in the hope of 
increasing the sale of the total stock of 


“See H. F. Bell, Retail Merchandise Accounting 
(New York: The Ronald Press Co., 1936), pp. 39 ff. 
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goods. Dollar volume items, i.e., goods 
with relatively high unit value, might be 
checked to see if such merchandise were 
selling at a normal rate. Price adjust- 
ments downward might be made to in- 
crease the sale of such items. On the other 
hand, prices on such goods might be 
raised if it were felt that reasonably com- 
parable goods in other stores were priced 
sufficiently higher to cause a reflection of 
poor quality on the lower priced mer- 
chandise. Price lines might be found to 
be improperly spaced with the result that 
the lower priced lines were selling at the 
expense of the planned rate of sale of 
higher priced lines. Failure to realize the 
planned sales volume might, in the ab- 
sence of conclusive evidence to the con- 
trary, result in the price setter altering 
his current prices. 


Markup 


In the event that sales were greater 
than planned, interest might center on 
other “standards,” such as the budgeted 
markup or some of the expense items, or 
the budget itself might be revised up- 
ward in the light of the new facts. 

Likewise, in “looking in” at the fig- 
ures for the department the planned cu- 
mulative initial markup on the current 
receipts of merchandise is often a strong 
factor in price determination. This fig- 
ure indicates whether merchandise cur- 
rently being added to the existing inven- 
tory carries a markup equal to, greater 
than, or less than the planned inventory 
markup. And because, on the whole, the 
current shipments are receipts of goods 
purchased to replace items sold in the 
immediate past, it is a rough indication 
of the average markup of the goods sold 
in the previous period. For example, if 
the markup on current inventory is 40 
per cent and markup on current mer- 
chandise being added is 38 per cent, it 
indicates that goods of less than average 


markup are being added to inventory. If 
such a trend persists, individual items of 
the current purchases may be examined 
to see if the prices on such goods carry 
the planned markup. Costs of these goods 
may have increased yet prices may not 
have been adjusted accordingly but 
rather priced at the historical price to 
match the current stock which had gotten 
low and was being built up. When pos- 
sible, prices would be increased to secure 
the planned margin. If competition does 
not permit a price increase, other adjust- 
ments would be made. Prices on goods 
with a more inelastic demand might be 
increased, substitute goods might be se- 
cured which offer the required margin, 
or possibly the item might be dropped 
from the line. 


Inventory 


_ The planned closing inventory aggre- 
gate dollar figure may also affect price 
determination. If the inventory in a de- 
partment begins to exceed the goal set, 
slow moving items may be reduced in 
price to clear the stocks to the desired 
levels. Prices on most goods are set with 
reference to a time period. The price of 
a dollar on an item of merchandise may 
be the “normal” price in the sense that 
one hundred units of the item will sell in 
eight weeks’ time. A higher price would 
result in fewer sales while a lower price 
would result in more sales in the same 
time interval. If the ending inventory 
exceeds the goal planned, a special offer- 
ing of overstocked items at a lower price 
might be made. The price would be de- 
termined by the price setter’s estimate of 
the reduction necessary to sell the num- 
ber of units in excess of the required in- 
ventory in the time allotted. If the quan- 
tity in excess was large and the time 
interval short, a rather sharp cut in the 
current price would be necessary. On 
the other hand, if there were relatively 
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little excess stock and the time interval 
relatively long, a small reduction in cur- 
rent price would suffice. 


Markup on Inventory 

The percentage of markup on inven- 
tory which is to be maintained is another 
departmental figure which in many ways 
determines the pricing of specific items. 
In the event that markup on inventory 
was below the estimated goal, the depart- 
ment head would attempt to determine 
which lines of goods or which specific 
items in the various lines might be raised 
in price. Articles with a rather inelastic 
demand might be raised in price. An in- 
crease in price on such items would in- 
crease revenue without seriously reduc- 
ing unit sales. Specialty goods, novelty 
items and merchandise carrying a private 
brand might carry slightly higher prices 
without impairing volume, while adding 
to the cumulative markup. Many items 
in a stock of several hundred articles may 
get out of line in periods of wholesale 
price changes and go unnoticed until the 
increased cost of the merchandise with- 
out a proportional increase in selling 
price is reflected in a lower markup on 
inventory. On the other hand, a drop 
in the inventory markup may often be 
caused by a change in the ratio of sales 
volume of the various lines of merchan- 
dise. If the sales of items with lower than 
average markup increase in relation to 
the planned sales of items carrying a 
higher than average markup the result 
will be a drop in average inventory 
markup. Such a situation would be cor- 
rected not by price changes but by re- 
directing selling effort, display or promo- 
tion technique toward “upselling” from 
the lower markup goods to the higher 
markup items. The effects of the above 
changes, over time, would be to adjust 
the inventory markup. 


Price Experience 


More important in price determina- 
tion in many cases, is the historical price 
experience. The price setter in determin- 
ing today’s prices has as a point of depar- 
ture yesterday’s prices. Hence, current 
prices often are but past prices adjusted 
in the light of expectations as to whether 
or not and to what degree the future will 
be like or unlike the past. Knauth, for 
example, speaks of the growth of the 
present price out of the previous price. 
The fact that many factors which entered 
into past price determination are not 
known in detail, and that much of it is 
subjective and conditioned by personal 
feelings, makes objective study difficult 
and often indicates that pricing very 
often is in part an art as well as a sci- 
ence.“ 

The decisions of the price setter in 
“looking in” are not made in such an 
isolated way as described above. The 
quotas set are interrelated and in adjust- 
ing any one figure the impact on the 
others must be considered. If sales are 
below the estimated volume and prices 
on some items are lowered to increase 
sales, the cumulative markup may be af- 
fected adversely. On the other hand, any 
attempt to adjust the markup on inven- 
tory upward may have unfavorable re- 
percussions on sales. More important in 
price determination, in many instances, 
is the estimated effect of price changes on 
consumer demand and on competitors’ 
reactions. Consequently, the decisions 
made as a result of “looking in” on the 
figures representing the store’s economy 
are often secondary to the determinants 
of price as seen in “looking out.” 


PricE DETERMINANTS “LOOKING OUT” 


In “looking out” the price setter is 
aware of two principal forces which act 


4 Knauth, op. cit., ch. 7. 
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as determinants of price: (1) the buying 
habits and motives of consumers, and (2) 
the nature of competition. Hence, the 
department manager must establish a 
pattern of prices for the various items in 
stock which will maximize receipts from 
consumers and minimize the retaliation 
of his rivals. The manner in which the 
price setter views the character of con- 
sumer demand will be taken up first. 
Following this the impact of the oligo- 
polistic structure of the market will be 
explored. 


Consumer Influence 


In setting the price on a specific piece 
of merchandise the department head or 
price setter is usually aware that the 
markup which can be applied, i.e., the 
amount which can be charged for the 
unit of retail service, is in large part de- 
termined by the nature of the potential 
consumer demand for the article. 

The consumer-buyer is well informed 
about some goods. Frequently purchased 
items of relatively low unit value often 
fall in this category. In buying these 
goods consumers are conscious of price 
and quality. Since prices on such items 
are largely market-determined, the de- 
partment head has little freedom in es- 
tablishing them. 

On the other hand, there are many 
items in the purchase of which the con- 
sumer is a poorly informed buyer. The 
price setter has freedom of pricing over 
a relatively wide range in connection 
with these items, which are infrequently 
purchased and which possess style or dif- 
ferentiating characteristics. The imper- 
fections of the consumer market may be 
exploited in these cases and a higher than 
competitively determined price secured. 


Custom and Habit 


In some lines of goods the price of 
many articles is determined by custom 


and habit. The price setter knows that 
consumers associate certain goods with 
certain prices and only under severe 
economic disturbances can these prices 
be altered. Usually these customary prices 
can be maintained because the depart- 
ment buyer reverses the normal buying 
process and permits the price to deter- 
mine the quality and quantity of the 
goods. In short, in stocking such items 
the customary price is taken as a constant 
and the store buyer shops around to se- 
cure the quality and quantity of mer- 
chandise which will sell at the histor- 
ically established price. 

The forces determining price in such 
cases are similar to those which deter- 
mine price in the price lining of a family 
of goods. Here again the habits and cus- 
toms of the consumer are the major de- 
terminants. Many lines of goods can only 
be merchandised if prices are spaced at 
customary intervals; in pricing these 
goods, the price setter is interested in 
maintaining a long-run stability in the 
inter-relationship of the price lines. 
Again merchandise is fitted to the price. 
Very often, however, the whole family 
of price lines can be altered with a greater 
degree of freedom than can the single 
price which custom and habit have dic- 
tated for any specific item. 


Fair-Trade Requirements 


In the stocks of many departments 
there are also classes of goods which have 
mandatory prices and are thus com- 
pletely removed from the decision of the 
price setter. Fair-traded merchandise and 
lines of goods which carry the manufac- 
turer’s established prices fall in this class. 
In some cases the prices which must be 
set on these items may affect the determi- 
nation of prices on other goods indi- 
rectly. For example, in a department 
budgeted to realize a 35 per cent mark- 
up, a national brand item with a fair- 
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traded price may carry a markup of 40 
per cent. If a relatively large volume of 
sales is attained on such an item the de- 
partment manager may reduce the prices 
on a few key items which are not fair 
traded in an effort to increase traffic or 
build a reputation for general low prices. 
The opposite effect may be the result if 
fair-traded items carry less than the de- 
sired markup. 


Complementary and Substitute Goods 


A particularly difficult pricing prob- 
lem faces the price setter with respect to 
interrelation of the prices of complemen- 
tary and substitute goods. The price set 
on neckties, for example, will be deter- 
mined in part by consideration of the 
repercussions on the demand for shirts, 
or the impact of the price set on tennis 
racquets on the demand for tennis balls. 
This situation is complicated by the fact 
that goods which have a complementary 
relation within a given department’s 
stocks have at the same time a substitute 
relation with respect to competitors’ 
stocks. This has repercussions on pricing 
in that if a low price is set on balls in 
order to increase the sale of racquets the 
result may be that the low-priced balls 
are purchased by consumers but com- 
petitors’ racquets are substituted as the 
complementary goods. 


Psychological Pricing 
In the department store market the in- 


terrelation of prices in a “mix” of goods 


is itself an element in price determina- 
tion. The price setter must estimate how 
consumers will react to the whole pattern 
of prices. This total impression which 
consumers receive from a display of 
prices is the principal consideration in 
“psychological” pricing and “key” item 
pricing. Odd prices scattered throughout 
a family of prices tend to give the impres- 
sion of low prices on all goods. Likewise, 


the presence of low prices on “‘key” items, 
i.e., items with which consumers are fa- 
miliar and which they may use as bench- 
marks in estimating unfamiliar prices, 
often lead consumers to feel that the 
prices on unfamiliar goods are also low, 
or at least not excessive. 


Style Characteristics 


In contrast to goods whose prices are 
set by custom and habit or whose prices 
are held within very narrow limits by 
consumers’ knowledge or ability to sub- 
stitute identical or closely comparable 
goods in other stores are articles pos- 
sessed of style characteristics which re- 
move them from direct market compari- 
son. In general, quality, exclusiveness, 
and pride of fashion leadership are the 
principal buying motives in the purchase 
of these articles. In setting the price on 
style goods the price setter must often 
estimate the price by “eye appeal.” The 
inherent quality of the goods and the 
cost of procuring them are for the most 
part secondary considerations. As one 
student of pricing style merchandise has 
said: 


A price is an expression of a hope, and 
hopes do not bear any fixed relation to in- 
voice costs. Of a group of $10.75, dresses one 
may be immediately recognized as a mistake 
when it takes its place in the stock of a de- 
partment. Another is already a “hot num- 
ber” and its markup will be higher than 
that of its more commonplace sister.” 


Any particular item may quickly turn 
into a salvage operation. 


Private Brands 


Articles bearing store brands and ex- 
clusive-agency articles are other classes of 
merchandise which often afford the de- 
partment head some freedom in pricing. 
They are not available to competitors. 


*® Hamilton, op. cit., p. 379. 


= 
| 
® 
i 
€ 
| 
| 
‘ 
4 


PRICE DETERMINATION AT THE DEPARTMENT-STORE LEVEL 45 


The demand for these goods may be 
relatively inelastic and hence price may 
vary somewhat without affecting sales. 


Competitors’ Prices 


In “looking out,” the department store 
price setter sees that his prices are de- 
termined not only by the actions of his 
customers but also by the actions of his 
competitors. The shopping nature of 
many of the items in his stocks means 
that consumers go from store to store 
comparing various pieces of merchan- 
dise. His prices must withstand this com- 
parison. However, consumers are some- 
times aware of the different types of 
retail service offered; they expect higher 
prices at full service and prestige stores 
than they do at self-service and mass-ap- 
peal stores, and are not surprised at the 
variation in prices on similar goods 
throughout the market. 

In general the department manager 
considers only a small number of com- 
petitors to be close rivals who watch with 
apprehension and retaliate quickly. The 
response of other competitors is retarded 
and indirect. For the most part rivals are 
stores offering roughly the same type of 
retail service and appealing to the same 
income and social group. In setting prices 
the price setter is aware of this varying 
degree of competition. 

In determining the amount of markup 
or charge for the retail service on “price 
conscious” items the prices of rivals are 
controlling. On such items a lower than 
market price will in general not be 
tolerated by rivals and such price reduc- 
tions will be met. This is the familiar 
oligopoly “kinked’”’ demand curve indi- 
cating that price decreases will be fol- 
lowed and that an inelastic demand curve 
exists below the market price; and that 
price increases will not be matched and 


-the demand curve is elastic for prices 


above the market. The number of items 
whose prices follow this pattern is not 
great, although in some instances they 
are of considerable significance to store 
reputation. The homogeneity of product 
which makes rivals feel obliged to meet 
lower prices is most prevalent in national 
brands, and such items are in many cases 
fair-traded. Also, the lag of competitors 
in following price cuts often encourages 
a certain disregard of their probable ac- 
tions by the price setter. 

On goods carrying the private brand 
of the price setter’s store the determina- 
tion of price is removed somewhat from 
threat of retaliation, as noted above, 
and the price setter may have some free- 
dom in deciding whether to price at, 
above, or below the “market.” The mag- 
nitude of the possible variation will de- 
pend on the importance of the type of 
goods in the particular market area. For 
example, in the men’s wear department 
the price of men’s white shirts, even 
though carrying a private brand, could 
not be set with the same freedom as the 
price of a private brand of belts or men’s 
jewelry. Shirts are a basic line in such a 
department and rivals will see that the 
general price differentials are main- 
tained. Belts or men’s jewelry, on the 
other hand, may be felt by rivals to be 
accessory items whose prices are not of 
such competitive importance. 

Considerations of the nature of com- 
petition shape the determination of 
prices in yet another direction. Most de- 
partment stores have certain lines of 
goods or certain departments in which 
they claim local leadership; they jeal- 
ously guard their reputation in these 
areas. Some stores pride themselves on 
their piece-goods department, other stores 
claim to be outstanding in housewares or 
women’s wear, and so on. The price setter 
knows that his prices on such lines must 
be determined with this leadership in 
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mind. Unless he wishes to challenge the 
leadership of a rival, prices must follow 
the historically accepted pattern. 


SUMMARY 
An attempt has been made here 


to show how department store prices’ 


are determined. First, the “product 
merchandise” was separated from the 
“product retail service” to show that the 
task at hand is to explain the determina- 
tion of the retail margin—not the total re- 
tail price which is the price of the mer- 
chandise plus the margin. Second, it was 
shown that the retailer as a purveyor of 
a variety of goods is interested in his 
total operations and hence is concerned 
chiefly with total revenues and costs, 
which he estimates and establishes as 
“budgets” or goals. Third, an attempt 
was made to show that the over-all store 
markup or price for the total retail serv- 
ice is arrived at via the various depart- 
ment markups, and that these in turn are 


the results of the markups charged for 
the individual units of retail service. 
Fourth, in determining specific prices it 
was said that the price setter was guided 
by “looking in” at the departmental fig- 
ures or budgets and by “looking out” at 
the nature of consumer demand and the 
possible actions of competitors. In “‘look- 
ing in,” the price setter sees the supply 
price for the retail service. If the store 
budget is not realized in the short run, 
losses will be sustained; in the long run 
the firm will leave the industry. In “‘look- 
ing out,” the price setter views the de- 
mand forces. In pricing the “mix” of 
goods, he manipulates strategically the 
various markups or charges for units of 
retail service in order to maximize re- 
turns and to minimize the retaliatory ac- 
tions by rivals. With several thousand 
items to price and with a certain degree 
of market imperfection present, the pos- 
sible combinations of profitable markups 
is great. 
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Marketing Notes 


R. QUENON in his article, ““A Method 
M of Pre-Evaluating Merchandise Of- 
ferings,’’! appreciates that one of the fun- 
damental problems in retail merchandis- 
ing is that of determining and predicting 
consumer demand. He observes that “‘it 
would be definitely advantageous, then, 
to have a method available whereby the 
sales of merchandise items . . . could be 
pre-evaluated at the time the selection of 
the items for the offering is made.”? 

Mr. Quenon then presents for consid- 
eration a method of pre-evaluation ‘“‘de- 
signed by a National Consumer-Retailer 
Council Committee composed of con- 
sumer experts in the clothing and textile 
fields and of representatives of the In- 
fants’, Children’s and Teens’ Wear Buy- 
ers Association.” It is proposed that stud- 
ies be made of actual goods owned by the 
consuming public and that within ho- 
mogenous groups such as children’s 
boxer shorts, age sizes 3 to 6X, which is 
the example chosen for illustration, the 
most desirable and the least desirable 
characteristics be ascertained by an in- 
terviewing process. The garment liked 
best and the garment liked least would 
then be submitted to expert examination 
and objectively considered utilizing labo- 
ratory tests so that the construction of 
each can be analyzed in great detail and 
the major likes and dislikes of the buying 

*E. L. Quenon, “A Method of Pre-Evaluating 
Merchandise Offerings,” JOURNAL OF MARKETING, Vol. 


XVI, Number 2, October, 1951, p. 159. 
* Ibid., p. 159. 


A NOTE ON “A METHOD OF PRE-EVALUATING 
MERCHANDISE OFFERINGS” 


public be synthesized and numerically 
evaluated. 

Once the class characteristics are syn- 
thesized and numerically evaluated, a nu- 
merical weight can be attached to each 
garment to indicate its consumer accept- 
ance on the basis of quality. Variations 
in the offering price of a garment of a 
given quality rating are considered to 
have corresponding determinable varia- 
tions in the resulting sales. It is assumed 
that customers are able to distinguish be- 
tween a large number of given price-qual- 
ity variations so that a constant sales vol- 
ume can be achieved by a. large number of 
variations in a given price-quality offer- 
ing.® 

If this is so, then, given a set quality 
rating, one can vary the price and deter- 
mine sales volume at each combination. 
One can, therefore, not only forecast sales 
volume at a given quality rating offered 
at a given price, but can also price at the 
maximum profit selling price since the 
volume and total gross profit can be cal- 
culated at each price level. It is claimed 
that the problems of correct pricing and 
correct sales forecasting are made simpler 
through the application of this method. 


Consideration of the Hypothesis 


Mr. Quenon’s thesis can be viewed as 
a multi-sided hypothesis. First, that con- 
sumer preference for articles is deter- 
mined by quality characteristics and 


* Ibid., p. 170. 
47 


| 
VG ‘ 
for 
ice. 
it 
led 
fig- 
at 
the 
ore 
un, 
run 
de- 
of 
the 
of 
re- 
and 
ree 
pos- 
ups 


48 


THE JOURNAL OF MARKETING 


these quality characteristics are deter- 
minable through laboratory tests; and 
their relative importance in achieving 
consumer satisfaction is subject to nu- 
merical valuation. Second, that combina- 
tions of price and quality are the deter- 
mining factors in influencing sales fluctu- 
ations. Third, that consumers are able to 
differentiate between a large number of 
combinations of price and quality. 
Fourth, that this ability of consumers to 
differentiate between price and quality 
combinations can result in a high corre- 
lation between sales volume and price 
quality variation. Fifth, that this correla- 
tion lends itself to study of a nature re- 
sulting in a high degree of accuracy in 
forecasting sales when price and quality 
are known. Sixth, that these facts can be 
used by merchandising organizations in 
meeting the problem of maintaining the 
correct amount of merchandise in stock 
in a more efficient manner than those at 
present employed. 

I must admit that I am sympathetic 
with none of these facets although I can 
see some use and validity in the first . . . 
that consumer’s preference for articles 
after use can be determined by quality 
characteristic evaluation. A serious weak- 
ness of the method proposed in the form 
described is that Mr. Quenon does not 
measure why consumers do not like a gar- 
ment. Such a conclusion can be drawn 
from an observation of the illustration of 
the sample distribution of limited-qual- 
ity ratings by preference categories,* in 
which the distribution of the limited 
quality rating for garments liked least is 
dispersed so. widely as to have no useful 
discriminating value. 

To grant the others is to negate the ef- 
fect of style, competitive pricing, the ef- 
fect of selling effort, and to grant to the 
consuming public powers of discrimina- 


*Ibid., p. 167. 


tion which it is extremely improbable 
that they have. 

Mr. Quenon uses his chart on sales vol- 
ume and price quality ratings to get op- 
timal offering prices. What does Mr. 
Quenon propose to do if competition 
prices its articles at lower levels? Since in 
the example presented, the optimal price 
level is accompanied by a 44.4 per cent® 
markup, it should not be very difficult 
for competition to come out with a com- 
petitive price at a lower level. 

The argument as presented gives no 
weight to selling effort. If we are to accept 
the hypothesis, this boxer short in mail- 
order selling will sell at the same volume 
if placed on a quarter-page black-and- 
white catalog presentation as when given 
a full-page four-color treatment! And we 
will not bring in the infinite number of 
variations possible in attractive presenta- 
tion of the item. 

Mr. Quenon leaves unanswered many 
pertinent questions. If this method is of 
any use, it must be approximately as good 
as or superior to methods at present in 
use. Most present methods utilize the hy- 
pothesis that past sales history, at given 
price points and with given levels of sell- 
ing effort are the best guide to future 
forecasts. Price points are usually estab- 
lished at competitive markup levels, with 
a good deal of emphasis in large-scale dis- 
tribution of getting merchandise at at- 
tractive cost levels, since the setting of 
price is more often than not a competi- 
tive problem rather than an “optimal 
price” level problem. 

How in the world Mr. Quenon hopes 
to improve upon direct forecasts based 
upon relating similar price points, selling 

*Mr. Quenon’s example supposes a boxer short 
with a cost price of $1.00, considers various selling 
prices and sales volumes and comes up with the ob- 
servation that the largest total gross profit is ob- 


tainable at $1.80. What happens to your gross profit 
if competition prices at $1.70 is not considered! 
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effort, and past sales history with his in- 
direct method of limited quality units 
related to sales volume is not immedi- 
ately apparent. Present methods assume 
as constant most of the major contribut- 
ing factors to sales volume and usually 
vary sales effort. The resulting forecasts 
on sales of individual items do have wide 
variations in accuracy. Mr. Quenon pos- 
tulates that these variations will be re- 
duced by holding all contributing factors 
to sales volume constant except selling 
price at given quality rating levels. In 
methods of these types, the usual hypoth- 
esis is based upon the thought of varying 
the most important ascertainable quan- 
titatively measurable contributing fac- 
tor. Mr. Quenon would postulate that 
effect upon sales volume of variations in 
price at given quality levels is the most 
important ascertainable factor affecting 
sales volume. 

To theorize that price-quality and sales 
volume are related to the high degree 
necessary to make the hypothesis operate 
is absurd . . . even on the face of the 
statistics presented. The two are not that 
closely related. Sales volume is a function 
of competitive selling effort and mer- 
chandising know-how. Competitive pric- 
ing is a function of adequate knowledge 
of the market both on the buying and 
selling side. To attempt to relate quality 
and sales volume directly in the form 
mentioned is not logical nor, in fact, de- 
fensible. 

Quality is called preference; quality as 
defined by laboratory experts in clothing 
construction is called consumer prefer- 
ence. Does Mr. Quenon believe that con- 
sumers buy on such an “economic man” 
basis? Does he believe that consumers buy 
with such a high degree of selectivity that 
there is a large number of combinations 
of price and quality with a constant sales 
volume? Such a thesis, if held, is a highly 
naive one. Mr. Quenon’s reasoning on 


the basis of the facts presented is simply 
not valid. 

The heart of his article is evidently the 
section on the new method for pre-evalu- 
ating . . . forecasting merchandise of- 
ferings. He opens the discussion by as- 
suming that it is possible to compute 
limited-quality ratings for garments such 
as children’s boxer shorts.* Let us grant 
this assumption for the time being, with 
the observation that the described 
method needs further refining and test- 
ing in the matters of style and reasons for 
disliking garments. Let us concentrate 
rather on the use to which Mr. Quenon 
proposes to put these quality ratings. He 
goes on to report that “a correlation of 
+.88 was found to exist in the sample, 
between the price of a garment and its 
limited quality rating . . . indicating 
that approximately 77 per cent of the var- 
iations in price from one garment to the 
next are explainable by variations in 
quality. The coefficient of regression is 

Quenon goes on to say that “it is as- 
sumed that there is a functional relation- 
ship between the quality of an article and 
the volume of sales of that article.”* He 
says that quality is one of the characteris- 
tics considered by a consumer in conjunc- 
tion with a number of other factors but 
in his entire future argument and presen- 
tation assumes that the most important 
and determining factor in sales volume 
levels is quality at variable price points. 
There are absolutely no data to substan- 
tiate such a claim . . . and I do not be- 
lieve that it could be upheld. Quality, 
pricing, selling effort, sales planning, 
style all combine to make sales volume. 
“Building a better mousetrap” does help 
but it is not the all-important determin- 
ing factor. 


* Ibid., p. 162. 
* Ibid., p. 168. 
Ibid., p. 168. 
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Mr. Quenon’s forecasting method is 
based upon the hypothesis that the con- 
sumer’s discriminate power in buying is 
so great that an infinite number of combi- 
nations of price and quality will produce 
the same volume of sales. He says, “In 
fact, there is theoretically an infinite 
number of combinations of price and 
quality that will produce the same vol- 
ume of sales. These combinations, if plot- 
ted on a graph with the limited quality 
scale on one axis and price on the other, 
would lie along a line, a line of equal 
sales volume. Similarly, if the equal-sales- 
volume lines were plotted for other sales 
levels, the graph would appear somewhat 
as in Figure 2. (See Fig. 1 in this Note.) 


Price 


Frice = Quality 
Regression 


Limited-Quality Rating 
FIGURE 1 


Relationship of Price, Quality, and Sales Volume in 
Consumers’ Goods* 
* Quenon’s article, Figure 2, p. 170. 


The lines labeled with the V’s are lines of 
equal-sales-volume, and Vi < V2 < V3, 
etc. 

“A price-quality map, such as the one 
in Figure 2, should be very easy to con- 
struct from sales data.’ 

Mr. Quenon assumes that the customer 
has the ability to differentiate between a 
large number of combinations of price 
and quality to the extent that sales vol- 
ume would remain constant at varying 
combinations of price and quality. No 
data are shown, but I interpret Mr. Que- 
non to mean that sales statistics would 
show as follows: 


* Ibid., p. 170. 


Unit 

Sales 
Volume Price Quality Price Quality Price Quality 
5000 $1.00 1 $2.00 2 $3.00 3 
4000 1.20 1 2.20 2 
3200 1.40 1 2.40 2 340 3 
2500 1.60 1 2.60 2 3.60 3 
1900 1.80 1 2.80 2 3.80 3 
1400 2.00 1 3.00 2 4.00 3 


Graphically, this would show as dem- 
onstrated in Figure 2. For illustrative 


Price 
in 

Dollars 
4.0 

5 6 | 
3.0 
2.0 
1.0 

limited-Quality Rating 


in Discriminate Units 


FIGURE 2 


A Hypothetical Relationship of Price, Quality, and 
Sales Volume in Consumer Goods. (The lines la- 
beled with the V’s are lines of equal-sales-volume.) 


purposes, I have shown a straight line 
rather than the curvilinear relationship 
which Mr. Quenon assumes, but the 
point of a pattern of increasing function 
is necessary to either assumption. If Mr. 
Quenon can demonstrate that sales data 
taken from actual sales records for a sig- 
nificant number of merchandise items 
will show the pattern of his imagination 
then his argument has validity . . . but 
in the absence of such figures, it is most 
probable that, since the important effects 
of style, sales effort, competitive pricing, 
consumer buying habits, and other con- 
tributing factors are not considered in 
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the hypothesis, such a pattern is not true 
in fact and the hypothesis is invalidated. 
The sales volume points probably will be 
discontinuous with no relatable, explain- 
able pattern considering only limited- 
quality rating units, price and sales vol- 
ume. A random, rather than a systematic 
distribution of similar sales volume 
points would be the result. 

Present mail order unit sales volume 
forecasting methods are based upon 
the thesis that the most accurate es- 
timate of future sales is arrived at by us- 
ing an evaluation of consumer desires 
expressed through the examination of 
desires expressed by order . . . such or- 
ders coming from a sample of the cus- 
tomer population, either technically 
drawn in the case of pre-season catalogs, 
predicted on the basis of employee re- 
action, or by examining previously at- 
tained sales levels with similar garments 
at similar price points, with similar ad- 
vertising effort. I cannot see how Mr. 


Quenon’s method improves on these ef- 
forts in the face of the invalidity of his 
major assumptions. 

Mr. Quenon might consider further 
the problem of correctly scoring quality 
preference for selected lines. This could 
be of value to a merchandiser in consider- 
ing what selling effort would be necessary 
to merchandize an item of a given limited 
quality rating at a given price as com- 
pared to the selling effort necessary to 
merchandise at a lower or higher price. 
Costing out a campaign is essentially a 
quantitative process and this process 
could be helped with a quantitative meas- 
ure of the levels of consumer acceptance 
in which quality is assumed to be one of 
the important contributing factors mak- 
ing for sales volume. In this area, Mr. 
Quenon could perhaps make a further 
contribution to the science of marketing. 


Oscar R. GooDMAN 
University of Wisconsin 


REJOINDER 


Following are a few observations on 
Mr. Goodman’s paper. Mr. Goodman’s 
criticism deals with two main points: 


1. A disagreement as to whether there is 
a functional relationship between quality 
(as defined by my limited-quality ratings, 
or otherwise) and sales volume. He states 
that if sales volume were plotted against 
price and quality, the plot would be a 
random one. I state that there is such a 
functional relationship and that such a 
plot would reveal indifference curve 
groupings. This difference of opinion is 
over a matter of experimentally verifi- 
able fact. A survey is currently in progress 
to test this very point. 

2. Mr. Goodman also criticises me for 
supposedly ignoring sales factors other 
than price and quality—factors such as 


competitive pricing, sales effort, and 
style. This criticism is no criticism at all, 
for a refusal to grant the analytical as- 
sumption of “all other things being 
equal” can only result in confusion. Be- 
sides this, the effects of Mr. Goodman’s 
“all other things” are largely known; the 
effect of quality alone is the great un- 
known since it has never been susceptible 
to measurement. He does not seem to re- 
alize that my “indirect method of lim- 
ited-quality units” is actually a formaliza- 
tion of his “direct forecasts based upon 
relating similar price points, selling ef- 
fort, and past history.” It is not suggested 
that the other factors be ignored at all. 


E. L. QUENON 
Aldens, Inc. 
Chicago 
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E are frequently asked, ‘““What type 
We problems does the marketing re- 
search department in your company 
study?” The answer usually starts off 
with, “Almost every type of problem that 
may confront our company in operating a 
regional grocery chain.” This answer, 
however, rarely satisfies the inquirers. 
They generally want more details and 
specific illustrations. 

As a service to those interested in this 
subject, we have selected a fairly repre- 
sentative sample of the marketing re- 
search studies conducted in our company 
during the past fourteen years. A brief 
annotation follows each title. For com- 
pany “‘security” reasons, some of the an- 
notations are incomplete. The dates 
when these studies were made are not 
shown. 

The titles of the sample studies are 
grouped under four major classifications: 
Management, Merchandising and Sales 
Promotion, Stores Operation, Miscella- 
neous. Many of these studies could be 
classified under more than one of these 
categories, since a great deal of the re- 
search necessarily cuts across the major 
activities of the company. For example, 
a special display may be of little value if 
the cost of erecting it exceeds the profits 
it is expected to produce; the special dis- 


play is an element of merchandising and 


sales promotion, and the cost of erecting 
it is an element of stores operation. 

Some marketing researchers may con- 
sider a number of the studies listed to be 
beyond the scope of marketing research. 
Whether this be so or not, these studies 
are representative of the work done. Stop 
& Shop, like most companies of compa- 
rable and even larger size, cannot afford 
several separate staff departments each to 
specialize in different research areas 
within the company. Furthermore, mar- 


MARKETING RESEARCH STUDIES IN A GROCERY CHAIN 


keting researchers can attack assigned 
problems much more intelligently when 
they have an opportunity to be exposed 
to the practical problems of all company 
divisions contributing to the marketing 
function. 

It is hoped that teachers of marketing 
research will find this information especi- 
ally useful in orienting their students to 
the many aspects of applied marketing re- 
search, and in emphasizing the impor- 
tance of techniques other than sampling 
and the use of questionnaires in market- 
ing research studies. 


I. MANAGEMENT STUDIES 

Management Guide and Organization 
Chart. Codifies functions, responsibility 
and authority of all key management po- 
sitions. Prepared in cooperation with 
Personnel Administration and senior 
management executives. 

Policies and Procedures Manual. Codi- 
fies company aims, policies and proced- 
ures affecting all divisions of the com- 
pany. Prepared in cooperation with 
Personnel Administration and senior 
management executives. 

Store Development Plan. Recom- 
mends five-year program of store open- 
ings, closing and remodelings. Ties in 
proposed program with over-all company 
investment plans. 

Analysis of Balance Sheets. A graphic 
method of highlighting financial trends. 
Developed in cooperation with the Assis- 
tant Treasurer and turned over to him 
for keeping charts up-to-date and for 
presentation. 

Store Sales and Profits. Annual anal- 
yses of individual store trends in sales and 
profit. Breakdowns by sales volume classi- 
fications, types of stores, location charac- 
teristics, etc. These reports form the basis 
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for planning location, remodeling and 
operations of individual stores. 

Sales Projections. Sales projection re- 
ports developed from semi-annual esti- 
mates of Sales Division and Stores Opera- 
tion Division. (Marketing Research 
Department contributes estimate of food 
price level.) Quarterly progress reports 
analyze sales performance versus projec- 
tion of individual stores and departments 
and of supervisor territories. 

Food Industry Developments. Reports 
on professional and trade association ac- 
tivities, government and other research 
projects and developments of significance 
to Stop & Shop. 

Observations on Management, Store 
Operation and Merchandising Develop- 
ments. Based on visits to chain and su- 
permarket operators in the East, Mid- 
west, and Pacific Coast states. 

Evaluation of Competitive Super Mar- 
kets. History of super market develop- 
ment in company’s key trading areas. 
Analyzes trends in population, food sales, 
number and type of food stores, chain 
store openings, closing and remodellings, 
estimates sales of competing super mar- 
kets, and suggests priorities for ‘store lo- 
cation search in individual communities 
or retail trading areas. 

Studies of Competition. Analyses of 
items stocked, retail prices, operating and 


merchandising practices, etc. Compare 


quality. price and value of perishable 
merchandise p:rchased in company and 
vompeting super markets. Investigate 
consumer opinions of company and com- 
peting super markets. 

Store Locations. Evaluation of various 
locations for Stop & Shop stores. Recom- 
mendations include estimates of sales po- 
tentials for each proposed. location. 

Redistricting of Territories. Periodic 
programs for adjustment of supervisory 
territories, developed by the Marketing 
Research Department with the assistance 


of store-operation and merchandising ex- 
ecutives. 

Store Conversions. Experience of stores 
converted from service to self-service. 
Remedies other than conversion recom- 
mended for smaller service stores. 

Stop & Shop Employees in the Armed 
Forces. Survey analyzes sex, age, skills, 
job classifications of all company employ- 
ees in the Armed Services as of Novem- 
ber, 1945. Stresses need for careful plan- 
ning of reinstatement of personnel still 
in Services, on the basis of company ex- 
perience with returned veterans. 

Centralized Purchasing of Supplies 
and Equipment. Recommends organiza- 
tional change. Marketing Research De- 
partment coordinated proposals of vari- 
ous departments for presentation. 

Survey of Company Reports. Compila- 
tion of all accounting and _ statistical 
reports prepared for all levels of manage- 
ment. Recommends discontinuance or 
consolidation of certain reports, changes 
in timing, methods of preparation, initia- 
tion of additional reports and changes in 
reporting responsibilities. 


Il. MERCHANDISING AND SALES 
PROMOTION STUDIES 

Effectiveness of Special Displays in 
Merchandising Grocery Products. An ex- 
tensive series of controlled experiments 
undertaken in cooperation with manu- 
facturers to ascertain the effectiveness of 
special super market displays in merchan- 
dising a number of grocery products. Re- 
sults show display effectiveness for each 
product tested and for combinations of 
products, by type of display, length of 
display period, store volume groups, and 
product sales results following immedi- 
ately after the tests. 

Shelf Displays. Controlled studies to 
determine whether items should be 
grouped by (1) commodity type or (2) 
manufacturer brand and to determine 
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effects of varying sizes or positions of 
shelf displays, etc. 

Cigarette Display Experiments. Evalu- 
ation of a special display rack for addi- 
tional displays of cigarette cartons. 
Change recommended in method of dis- 
playing 5-packs and cartons. Controlled 
experiments indicated greater sales effec- 
tiveness of recommended display design. 

Pricing Studies. Controlled experi- 
mentation of the effects of different pric- 
ing on sales and profits of specific com- 
modity groups, by varying retail prices 
(10¢ vs. g¢ or 11¢ etc.) and price units 
(10¢ vs. 2/20¢ or 3/30¢ etc.; 10¢ vs. 2/19¢ 
or 3/29¢ etc.). Also includes studies of 
special physical devices such as banding 
or gluing several packages into a multiple 
unit. 

Premium Tests. A series of controlled 
experiments to determine sales appeal of 
premiums to be sold in combination with 
regular products, such as a coffee percola- 
tor to be sold to purchasers of private 
label coffee. Results of sales tests used to 
estimate potentials for chain-wide pro- 
motion. 

Label Tests. A series of controlled ex- 
periments to determine sales effectiveness 
of new labels—varying in design, materi- 
als, colors, etc. 

Coffee Packaging Survey. Study shows 
no customer preference for coffee in pa- 
per carton versus paper bag. Recommend 
elimination of more expensive cartons. 

Effect of Advertising Items in Short 
Supply. Advertising of items in short sup- 
ply and in great demand disrupts store 
operations and jeopardizes customer 
good will. 

Special Promotions. Analysis of costs 
and returns (in sales volume and attrac- 
tion of customers) for special “deals” such 
as free gift with purchase of $25 of mer- 
chandise, coupon books, drawings for 
free merchandise, contests, or combina- 
tion sales. (For example: donuts free or 


at a reduced price with the purchase of 
a pound of coffee.) 

Coupon Redemption. Analysis of pri- 
vate label coffee coupon redemption, by 
stores, by newspapers in which coupons 
were featured, and by successive days of 
advertising. 

Commodity Analyses. Studies of spe- 
cific products to determine trends in sales 
and gross profit for individual stores and 
for the company as a whole. These anal- 
yses form basis for: Decisions on extent 
of lines carried, allocations of selling 
space, sales quotas for individual stores, 
planning marketing research projects, 
etc. 

Trends in Direct Delivery Cookie and 
Cracker Sales. Analysis of packaged 
and bulk cookies and crackers delivered 
directly to the stores, showing cost, sales, 
number of stores handling, etc. Findings 
emphasize increase in number of items 
handled. Consolidation of lines and com- 
plete elimination of bulk goods recom- 
mended. 

Bread Survey. Investigation of Stop & 
Shop and competitors’ bread quality, 
slicing, wrapping, ordering, display, pric- 
ing, advertising, etc. A detailed program 
for increasing bread sales recommended. 

Ecco Mayonnaise. ‘Taste test by cus- 
tomers points to need for greater acidity. 

Health and Beauty Aids. Study dis- 
closes inefficiency of new display fixtures, 
and suggests reduction of line of items 
carried in the stores. 


III, STORES OPERATION STUDIES 

Productivity Analyses. Analyses of sales 
per man hour, sales per square foot, sales 
per cash register, etc. Studies are basic to: 
Evaluation of personnel performance, 
personnel training programs, operating 
and merchandising decisions. 

Checkout Efficiency. Study of cus- 
tomer time spent in stores—shopping, 
waiting in line, and being checked out— 
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to determine action for improving check- 
out operation. 

Accuracy of Checkers. Survey discloses 
checkers’ mistakes and failures to carry 
out instructions, resulting in cash short- 
ages. A training program for checkers 
and periodic checkups recommended. 

Cash Handling in Bakery Depart- 
ments. Investigation of methods of han- 
dling cash in super market bakery depart- 
ments to serve as a guide for Stop & Shop 
bakery operations. 

Parking Facilities. Study of parking lot 
use by customers—by hours of the day, 
days of the week, etc. Recommendations 
include: Increasing parking area, chang- 
ing layout, changing methods of control- 
ling traffic flow. 

Store Equipment Studies. Tests of 
various types of store fixtures to deter- 
mine sales effectiveness, operating effi- 
ciency (ease of stocking, cleaning, etc.) 
investment and operating expense evalu- 
ation. Include recommendations for vari- 
ous competing makes, standards for store 
types and sizes, programs for installation. 

Self-Service Meat. Preliminary investi- 
gation shows that self-service meat de- 
serves further study. Attention should be 
directed first to packaging materials, 
equipment, and techniques. Subsequent 
studies cover comparisons of service vs. 
self-service sales trends, payroll and sup- 
ply costs, packaging productivity, move- 
ment of individual commodities, experi- 
ments with packaging layout, wrapping 
techniques, equipment and materials, 
and experience of other operators. 

Handling of Perishable Grocery Items. 
Survey of ordering, delivery, store display 
and rotation of bread, cake, donuts and 
eggs. Evaluates follow-through on in- 
structions. Suggests changes in merchan- 
dising policies, review of store personnel 
training, more concentrated supervisory 
effort on these product lines. 

Store Supply Department. Presents de- 


tailed procedures for handling store sup- 
plies: Division of responsibilities, forms 
to be used, accounting procedures, inven- 
tory control, supplies for office and sign 
shop, etc. 

Store Laundry Use. Report sets up 
laundry standards, weekly store laundry 
quotas, methods of handling and better 
utilization of laundry. 

Effects of Food Conservation Program. 
Impact of meatless Tuesdays, eggless and 
poultryless Thursdays on sales volume 
and customer transactions. 


IV. MISCELLANEOUS STUDIES 

Customer Buying Habits. Origin of 
customers, frequency of store visits, mode 
of travel to store, time spent in store, de- 
partments patronized, size of purchase, 
items purchased, etc. 

Bouquets or Brickbats. Analysis of cus- 
tomer comments and suggestions secured 
through suggestion boxes and interviews 
regarding company operations and mer- 
chandising. 

Warehouse Location. Text and map 
showing distances from warehouse to 
stores, via the shortest highway routes, 
ton-mile shipments to present and pro- 
posed stores. Recommends area for real 
estate search for new warehouse location. 

Investigation of Grocery Warehouse 
Short Shipments. Study determines ex- 
tent of short shipments, major reasons for 
shortages and suggests corrections, espe- 
cially in store ordering procedures. 

Packaging Location. Studies of specific 
items or commodity groups to determine 
whether packaging in consumer units 
should be handled at the store, at a cen- 
tral point for a number of stores, or by 
other concerns. Analyses include cost 
studies of packaging operations and sales 
tests of items packaged at various points. 

Potato Packaging. Study of mesh bags 
vs. paper sacks for packaging 10 Ib. units 
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of white potatoes. Includes data on com- 
petitive practices, physical condition of 
potatoes at point of sale, materials and 
packaging costs, handling problems dur- 
ing transportation and at point of sale, 
employee and customer comments and 
results of sales tests. 

Store Service. Communications from 
stores to headquarters channeled through 
central point to: Insure follow-through 
on store requests and complaints, elimi- 


N January 4, 1952, the Federal Trade 
Commission took a major step to- 
ward extending its authority over mar- 
keting practices. An order was issued fix- 
ing a carload quantity of 20,000 pounds 
of tires and tubes as the limit beyond 
which no discounts shall .be granted on 
account of quantity. This rule is the first 
to be established under the quantity limit 
proviso of the Robinson-Patman Act. 
This order affecting the replacement tire 
business will please no one in the indus- 
try, not even the National Independent 
Tire Dealers who originally agitated for 
some form of quantity limit. The manner 
in which the quantity proviso was ap- 
plied raises fundamental issues for the 
future of marketing in general and not 
for tire distribution alone. The statement 
accompanying the order may constitute 
the first clear enunciation of a new eco- 
nomic policy. 

The case against the Commission’s 
findings is cogently reasoned in a minor- 
ity opinion by Lowell Mason, one of the 
Commissioners. He holds that the find- 
ings of the majority are arbitrary and 
capricious. The order pertains to a single 

* This article appeared originally in Cost and 
Profit Outlook, Vol. V, No. 1, January, 1952, pub- 
lished by Alderson & Sessions. It is reprinted here 


because of the importance of the subject to business 
executives and teachers. 


QUANTITY LIMITS AND THE NEW ECONOMIC POLICY* 


nate unnecessary calls direct to headquar- 
ters personnel, allow analysis of store 
problems. Marketing research proposed 
this system, organized its operation, su- 
pervised it until it was “on its own feet,” 
and periodically analyzes results of its ac- 
tivities. 
WILLIAM APPLEBAUM 
RICHARD F. SPEARS 


Stop & Shop, Inc. 
Boston 


purchase of 20,000 pounds but the fac- 
tual reasoning supporting the order per- 
tains to annual volumes of $600,000 and 
over. An argument involving a somewhat 
similar logic would be that since crimson 
is a shade of red no one is to wear a blue 
suit. Some critics of the quantity limit 
proviso were fearful that the broad dis- 
cretion which it grants to the Commis- 
sion would not always be exercised 
wisely. Now that this proviso has been 
applied for the first time these forebod- 
ings appear to have been well justified. 


The Strange Logic of “Fewness” 


The statute authorizes the Commis- 
sion to “fix and establish quantity limits 
as to particular commodities or classes of 
commodities where it finds that available 
purchasers are so few as to render differ- 
entials on account thereof unjustly dis- 
criminatory or promotive of monopoly.” 
The reader might feel that this language 
raises some difficult questions of defini- 
tion, as for example, “What is few?” 
“What is unjustly discriminatory?” 
“What is promotive of monopoly?” If so, 
the reader should prepare to be amazed 
at the ease with which the Commission 
resolves these questions. “Few” in this 
instance is stated to be 63, the number of 
purchasers who buy replacement tires in 
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an annual volume of $600,000 or more. 
Lest anyone presume to cavil at this ex- 
pansive concept it is strongly implied 
that the commission might just as well 
have said 951. That is the number of 
buyers whose purchases amount to an an- 
nual volume of $100,000 or over. 

Both breaking points are discussed in 
the majority statement, but with a differ- 
ence in emphasis. The higher level is pre- 
ferred when the intent is to show that 
only a few purchasers are available above 
this figure. The lower level turns out to 
be more convenient for proving that 
large buyers dominate the business. 
There are 63 buyers over the $600,000 
figure and those who buy $100,000 or 
more annually account for 48% of the 
total. Ergo, the purchase of tires and 
tubes is dominated by a few. The Com- 
mission congratulates itself upon the 
availability of an instrument so direct 


_and decisive as the quantity limit proviso. 


It is suggested that the requirement in 
previous cases of showing that a discount 
is not justified by differences in cost was 
an onerous condition for the Commission 
to meet. This new freedom suggests a par- 
allel from a different type of operation. 
That would be a rule permitting a sur- 
geon who had difficulty in using a scalpel 
to take out an appendix with a hatchet. 
The statement indicates that the im- 
patience of the Commission with fine dis- 
tinctions is not limited to cost analysis 
but extends to the measurement of price 
differentials. Prices paid by various 
classes of purchasers are compared di- 
rectly without regard to the basis on 
which each price is quoted. No distinc- 
tion is made between wholesale prices 
and retail prices or between F.O.B. prices 
and delivered prices. Advertised brands 
and private brands are treated as if they 
were identical commodities and no allow- 
ance is made in price comparisons for the 
fact that the sponsor of the private brand 


may own the molds or even the rubber 
from which the tire is made. 


Arbitrary Administrative Procedures 


All of the foregoing comments embody 
relatively superficial criticisms. They 
chiefly serve to show that the Commis- 
sion is exercising its powers under the 
quantity limit proviso in an arbitrary or 
even irresponsible fashion. Still graver 
issues are involved with respect to ad- 
ministrative procedure and the quality 
of the Commission’s economic thinking. 
Mr. Mason declares that the majority 
could not possibly have reached its deci- 
sion if it had taken at face value the sta- 
tistical information submitted on behalf 
of the industry. It chose neither to accept 
nor to contradict carefully documented 
statements which contravened all of its 
essential findings. It refused to subject 
these documents to the processes of verifi- 
cation which might have given them the 
status of credible evidence. The only in- 
vestigation undertaken by the Commis- 
sion was in the form of a mail inquiry to 
tire manufacturers and distributors. 
Only a small portion of the results of even 
this inadequate survey were ever exposed 
to public examination and criticism. In 
the absence of reliable information on 
most of the important points, the Com- 
mission, according to Mr. Mason, “found 
it necessary to proceed on a basis of in- 
ference based on fragmentary facts.” 

An even more fundamental procedural 
issue concerns the proper occasion for us- 
ing the quantity limit procedure. Mr. 
Mason asserts without qualification that 
this procedure was intended for use when 
other remedies had clearly failed. By 
other remedies he means such steps as a 
price discrimination proceeding which 
might determine whether the differen- 
tials in question could be justified by dif- 
ferences in cost. By the failure of such 
remedies he evidently refers to a situation 
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in which there was an unmistakable 
trend toward monopoly which was not 
corrected by action against price discrim- 
ination. The majority view presumably 
is that the Commission is free to proceed 
immediately to set quantity limits choos- 
ing this expedient at its own discretion 
or at the instance of the complaint. 


Views About Competition and Monopoly 


The character of the economic think- 
ing reflected in the majority statement is 
of even broader interest as compared to 
these procedural issues. Conclusions 
about monopoly and injury to competi- 
tion rest entirely on inferences from 
structural relationships. Price differen- 
tials are found to be of a certain stated 
size. Therefore “such differentials must 
inevitably have a tendency to destroy the 
business of the many smaller purchasers.” 
Because the large purchasers are so few 
there must be “an unmistakable trend of 
the smaller purchasers toward extinction 
and of the larger toward monopoly.” 
There is no suggestion in all of this of any 
recourse to the test of market behavior. 
Factual evidence was presented which in- 
dicated a high degree of prosperity 
among small tire dealers as compared 
with other types of retailers but the Com- 
mission took no account of that evidence. 
The percentage of the retail business 
transacted by independent dealers has 
leveled off in recent years after a pre-war 
decline. The shape of this curve showing 
a stabilization of the respective shares of 


independents and mass distributors is 


identical in principle with what has hap- 
pened in many other retail lines. Yet the 
Commission, starting from its assump- 
tions about structure, can see no possible 
outcome except the inevitable extinction 
of the independents. 

The assumption is clearly made 
throughout that any reduction in num- 
bers in a competitive field must always be 


regarded as a trend toward monopoly. No 
account is taken of the fact that a field 
may attract an excessive number of firms 
in prosperity and only the more vigorous 
ones may survive in depression. As a field 
becomes relatively less attractive some 
firms may move into other activities still 
leaving an adequate number behind to 
perform the old functions. Thus, before 
the demand for carriages finally ceased 
the number of carriage makers declined 
because some of them went into the man- 
ufacture of automobiles. 

There is such a thing as an equilibrium 
number of firms for any field. There is a 
correct number of firms in relation to 
need and opportunity with adjustments 
in that direction taking place through 
firms entering or leaving the field. The 
Commission takes no account of these as- 
pects of competition but asserts competi- 
tion among the manufacturers has been 
moderated because there are only 21 
firms today as compared to a larger num- 
ber some years ago. There is no recogni- 
tion of the principle that the demon- 
strated power to survive on the part of 
these 21 firms is not unrelated to the 
power for vigorous and effective competi- 
tion. 


The Risks Arising From Efficiency 


One section of the majority report sug- 
gests a drastic revision of what once 
might have been considered sound eco- 
nomic policy. Even the risk of monopoly 
must be avoided and the way to do this is 
to prevent economies resulting from size 
from being reflected in price. It is stated 
explicitly that the purpose of the quan- 
tity limit proviso is to prevent that from 
happening. Startling as this statement 
may appear against the concern of the 
Commission for efficiency in former 
years, it evidently can be taken as a decla- 
ration of intention as to the way in which 
the present membership plans to use the 
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quantity limit proviso if its ruling is sus- 
tained by the courts. No firm is to be al- 
lowed to pass economies on to the con- 
sumer unless it can be shown that these 
economies are in no way dependent on 
the size of the firm. A wholesale grocer, 
for example, might pass on any econo- 
mies which he achieved by saving string. 
He might not be allowed to pass on econ- 
omies resulting from the use of mechani- 
cal handling equipment since only a 
large wholesaler could achieve that type 
of economy. Thousands of super-markets 
are violating this principle today because 
the full advantages of self-service mer- 
chandising can be achieved only in a rela- 
tively large display area. 

It might be objected that the econo- 
mies mentioned here do not arise auto- 
matically out of the size of operation. 
They are achieved by the adoption of 
more efficient methods which become 
feasible as the scale of operation in- 
creases. Actually there are not very many 
automatic economies arising from size in 
marketing. An increased scale of opera- 
tion simply presents an opportunity for 
adopting methods which result in econo- 
mies. It is doubtful whether the persist- 
ent economizer can use this argument to 
justify his action in passing economies on 
to the consumer. The Commission does 
not look favorably upon fine distinctions 
between differences in method and differ- 
ences in quantity. In the type of instance 
cited it would be consistent for them to 
hold that the efficient method was only 
possible because of the scale of operation 
and that the resulting economy was really 
an economy traceable to mere size or 
quantities handled. 

The Commission’s statement reaffirms 
an older tenet which at first glance might 
not appear to be related to its new eco- 
nomic policy. That is the notion that 
competition is lessened if dealers carry a 


single line of merchandise rather than 
several. It will not suffice for Firestone 
tires to be available on one corner and 
Goodyear across the street. Perfect com- 
petition demands that these brands and 
all other brands be available in the same 
store for comparison by the consumer at 
the time of purchase. Company stores 
and private brands are ways of escaping 
from this type of competition which the 
Commission cannot quite reach under 
the present statutes. Nevertheless, it 
plans to do what it can to discourage 
single brand dealers from setting up in 
competition with company stores or out- 
lets for private brands. 

Furthermore, stocking a single brand 
leads to economies for both the retailer 


and the supplier. Buying and selling | 


takes place in terms of larger orders be- 
cause purchases are not split among all 
the brands turned out by the 21 manu- 
facturers in the industry. Obviously these 
are economies achieved because of quan- 
tity and hence might fall under the ban 
proclaimed in the new economic policy. 

There are other ways in which econo- 
mies related to size or quantity can arise 
in marketing. A manufacturer can have 
numerous retail outlets covering every 
part of the country and thus achieve 
economies in the use of national advertis- 
ing. A sales manager may instruct his 
sales force to call on only the larger ac- 
counts and thus achieve economies as to 
order size and the cost of selling. Slow- 
selling items may be dropped from a 
manufacturer’s line resulting in econo- 
mies related to the increased average 
sales on the remaining items. It is not 
clear just how these types of economy can 
be reached under the new economic pol- 
icy. Nevertheless, as it is shaping up it has 
powerful and versatile techniques for 
preventing any type of marketing econ- 
omy from being passed on to consumers. 
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A New Economic Policy 

In summary, the position taken by the 
Commission enunciates what can prop- 
erly be called a new economic policy and 
suggests the means whereby this policy 
will be carried out. The policy itself is 
stated in the Commission’s own words as 
follows: ““The principle of the quantity- 
limit proviso is that economies of mere 
size do not justify the risk of monopoly 
and its function is to avoid that risk by 
preventing such economies from being 
reflected in price.” No policy pronounce- 
ment could be more forthright. Given 
adequate means to enforce it the Com- 
mission can remold the marketing sys- 
tem of the United States to achieve its ob- 
jectives in its fight against “‘giantism.” 
The means of enforcement are all tidily 
laid out in the statement. 

To begin with it should be noted that 
the Commission defines its job as that of 
avoiding the risk of monopoly. That may 
well relieve it of the responsibility of 
showing that a trend toward monopoly 
exists or for taking any account of infor- 
mation submitted to show that an indus- 
try is highly competitive. It merely has 
to state its judgment that the risk of mo- 
nopoly is present. 

One means of showing the element of 
risk is the concept of fewness. The term 
few is used in this instance to mean 63. 
But the word could apparently mean 951 
or have any other meaning which the 
Commission chose to give it. Even on the 
basis of 63 there are 111 industries, ac- 
cording to Commissioner Mason, in 
which the risk of monopoly is present re- 
lying solely on the test of fewness. It has 
been demonstrated in this instance that 
the Commission is prepared to use the 
concept of fewness in an entirely flexible 
way. It can declare fewness to exist at one 
level, dominance at another level, and 


then promulgate a rule that has no rela- 
tion to either level. 

The test of fewness, if need be, can be 
supported by other tests such as a de- 
crease in small retailers or a decrease in 
their share of the market. This decrease 
does not need to be current but may have 
occurred at any point in the history of the 
industry. It was invoked in the present 
instance despite the fact of current in- 
creases in the number of independent 
tire dealers. Any decrease in numbers 
can be interpreted as a trend toward 
monopoly and the elimination of small 
competitors. Where such a decline can be 
shown the.Commission has done better 
than show the presence of risk and ac- 
cording to its lights has established a 
trend toward monopoly. 

The announced economic policy can 
readily be stretched to cover all econo- 
mies in marketing. The distinction be- 
tween method and quantity in tracing 
the source of an economy is not a clear 
one. The opportunity to use any method 
which increases efficiency is related to the 
appropriate scale in the particular opera- 
tion. In terms of the stated policy it 
would be difficult to show why any econ- 
omy of marketing should be passed on to 
the consumer since all economies may 
be ultimately related to some aspect of 
scale. 

The Federal Trade Commission has 
made a forthright statement of its con- 
ception of the meaning of the quantity 
limit proviso. A judicial review may be 
necessary to determine whether this new 
economic policy is truly the law of the 
land. Business management wii! watch 
these developments with the keenest in- 
terest because drastic changes are in- 
volved as to the rules under which mar- 
keting is conducted. 

WROE ALDERSON 
Alderson & Sessions 
Philadelphia 
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THE EFFECT OF AN AUTOMATIC VENDING MACHINE 


INSTALLATION ON 


CCORDING to a 1950 report, from 12 
A to 15 per cent of total cigarette sales 
are made through automatic vending ma- 
chines. The writer has recently had the 
opportunity of observing and recording 
the effect of a change from personal sell- 
ing to machine selling of cigarettes. 

Arrangements were made with the 
manager of the outlet being studied and 
with two similar retail establishments to 
record the inventories and purchases of 
cartons of cigarettes for a period of one 
month prior to the change in selling sys- 
. tems and for an additional month after 

the automatic vending machine had been 
installed. 

Test Outlet A is a popular-priced res- 
taurant located in a secondary shopping 
center of a large city and adjacent to the 
campus of a large state university. This 
restaurant draws the major portion of its 
patronage from university students, but 
is also patronized by the sales clerks and 
businessmen of the surrounding district. 
Recently, the management has been 
changed and it was decided to install a 
vending machine to handle the dispens- 
ing of cigarettes. Cigarettes sales had pre- 
viously been made by the cashier. 

Control Outlet B is an on-campus cof- 
fee shop catering primarily to students 

and faculty of the Medical and Dental 
Schools of the large state university. It is 
operated on a concession basis, and prices 
charged are comparable to those of Test 
Outlet A. All cigarette sales are handled 
by the cashier. 

Control Outlet C is a second on-cam- 
pus coffee shop and cafeteria patronized 
by students and faculty of the Colleges of 
Arts and Sciences and Business Adminis- 
tration. It receives considerable patron- 
age also from other campus employees— 


* Business Week, November 25, 1950, p. 75. 


CIGARETTE SALES 


the maintenance staff, secretarial employ- 
ees, etc. This outlet is operated by the 
university, but its prices are roughly com- 
parable to those charged by the two other 
outlets. The cashiers handle all cigarette 
sales. 

Concerned over the pilferage of ciga- 
rettes, the manager of Test Outlet A de- 
termined to take corrective action. The 
vending machine operator offered to in- 
stall a cigarette vending machine at this 
location. The various advantages of ma- 
chine cigarette selling were recounted: 
(1) reduced pilferage, (2) reduction in 
sales person expense, (3) reduced space 
charges, and (4) the release of shelf space 
for other items carrying a higher gross 
margin. 

The standard agreement between the 
operator and the restaurant manager was 
used. That is, the machine operator re- 
tained full title to the machine and re- 
sponsibility for it and its contents. The 
operator agreed to handle any claims for 
damages that resulted from the presence 
of the machine. Further, the operator 
agreed to keep the machine supplied with 
the various popular brands of cigarettes 
and book matches, to service the ma- 
chine, and to pay the restaurant a com- 
mission on each pack of cigarettes sold. 
The manager agreed to give the machine 
a prominent location and to make change. 
for customers. 

For purposes of recording the results, 
all data for the test and control outlets 
were obtained in terms of cartons of cig- 
arettes. Each carton contains 10 packs of 
cigarettes. Each of the three outlets nor- 
mally sell cigarettes a pack or two at a 
time rather than by the carton. Table 1 
shows the results obtained in the test out- 
let and the two control outlets during 
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TABLE 1.—RESULTs OF SALES AUDIT 
October and November, 1951 
(all figures are to the nearest carton of 10 packs) 


Computation of Test Outlet A Control Outlet B Control Outlet C 

Monthly Sales Oct. Nov. Oct. Nov. Oct. Nov. 
Stock, First-of-Month 143 111* 38 72 109 58 
Purchases 388 119 237 141 468 762 
Total Cartons Handled 531 230 275 213 577 820 
Stock, End-of-Month 131 33 72 40 58 318 
Sales 400 197 203 173 519 502 


* November first-of-month stock of Test Outlet A varies from end-of-month stock for October because of 
the sale of 20 cartons to the vending machine operator on November Ist. 


TABLE 2.—ANALYSIS OF SALES DECREASE BY OUTLET 


Decrease in Sales Percentage Decrease 
Outlet (Cartons of 10 packs) from October Sales 
Test Outlet A 203 —50.75% 
Control Outlet B —14.78% 
Control Outlet C — 3.28% 


October and November, 1951. Standard 
sales auditing procedure was used.? 

As shown in Table 2, the percentage 
sales decline in Test Outlet A was much 
more pronounced than in either of the 
control outlets. 

The decrease in sales in all three out- 
lets is traceable, in whole or in part, to 
three factors: (1) the increase in the U. S. 
internal revenue tax by one cent per pack 
effective November 1, 1951, which re- 
sulted in a one cent per pack retail price 
increase; (2) some cigarette smokers had, 
undoubtedly, stocked up with several 
packs before the price rise (this would 
tend to inflate October sales and deflate 
November sales); and (3) November had 
one less selling day than October.’ 

Assuming that the sales decline in the 
two control outlets represent the mini- 
mum and maximum sales declines trace- 
able to the three factors mentioned 

*For a general description of the type of pro- 
cedure used, see C. H. Sandage, Advertising Theory 
and Practice (Chicago: Richard D. Irwin, 1948), 
third edition, pp. 499-511. 

* All three outlets were closed on Thanksgiving 


Day. October had 27 selling days, while November 
had 26 selling days. 


above, it is interesting to apply these two 
percentage decreases to the October sales 
of Test Outlet A in order to determine 
the number of sales lost in November due 
to the installation of the vending ma- 
chine. 

When the percentage decrease for Con- 
trol Outlet B (—14.78 per cent) is applied 
to October sales of Test Outlet A (400 
cartons), it would seem that Test Outlet 
A should have registered 59 fewer carton 
sales in November than in October. Pro- 
jected November sales for Test Outlet A 
would then amount to 341 cartons com- 
pared to actual sales of 197 cartons. On 
the basis of this set of assumptions, 144 
carton sales were lost due to the installa- 
tion of the machine. 

Similarly, applying the percentage de- 
crease for Control Outlet C (—3.28 per 
cent) to Test Outlet A’s October sales 
(400 cartons) makes it apparent that No- 
vember sales in Test Outlet A should 
have decreased by only 13 cartons. Pro- 
jected November sales for Test Outlet A 
would then be 387 cartons compared to 
the 197 cartons actually dispensed. Thus 
when this set of assumptions is used, 190 
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carton sales were lost due to the ma- 
chine’s installation. 

It may then be concluded that from 
144 to 190 sales were lost by Test Outlet 
A because of the installation of the vend- 
ing machine. This conclusion must be 
modified, however, because of (1) the fact 
that the management of Test Outlet A 
had been changed on October 1, 1951, 
and the exaggerated sales decline may be 
a delayed reaction from this, or (2) a 
number of former customers of Test Out- 
let A may have transferred their pur- 
chases to other cigarette retailers, or (3) 
some customers of Test Outlet A may 
have been working off hoards of ciga- 
rettes purchased during October. 

Even after taking the above factors into 
consideration, it can still be fairly con- 
cluded that the installation of the ciga- 


rette vending machine was detrimental 
to sales. Apparently, restaurant custom- 
ers still prefer to buy cigarettes from the 
personal salesman rather than from an 
impersonal automatic vending machine. 
Customer satisfaction and convenience 
are adversely affected by such annoyances 
as (1) the machine being temporarily out 
of a customer’s favorite brand, (2) the ex- 
tra effort involved in exchanging coins of 
the wrong denominations for coins that 
will work in the machine, and (3) the ad- 
ditional time and bother involved in pur- 
chasing cigarettes from a machine while 
the restaurant check must still be settled 
with the cashier in person. 


RICHARD R. STILL 
University of Washington 
Seattle, Washington 
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SCIENCE IN MARKETING 


Sparks seem to be flying over the ques- 
tion of making a science out of market- 
ing or marketing out of a science. Ken- 
neth Hutchinson sums them up in a 
most learned manner in THE JOURNAL OF 
MARKETING, January, 1952. Let me add 
the thoughts of one lone engineer, to wit; 
There may be various degrees of technol- 
ogy and science in marketing: 

The technical approach, which is an 
understanding and use of the terms, the 
language, the applications and the con- 
notations that are special to the field. 

The engineering approach, which is 
the systematic use of recorded knowl- 
edge,—get the facts, parade them so they 
mean something, draw some conclusions. 

The research approach, which is to 
make an assumption, test it out by vary- 
ing one condition at a time while holding 
the others constant and accept or reject 
the assumption. 

Let us take a few examples: 

The Worthington Pump Co. sells com- 
pressors, all sizes for all applications. ‘The 
rating, the size, the capacity, the clear- 
ances, etc. for each are all carefully listed. 
It requires special knowledge to match 
the right compressor to the right job. 
When an inquiry comes in, a technical 
salesman answers the call. This techni- 
cian can specify the right machine for the 
service requirements. However, when 
the “Big Inch” pipe line from Texas to 
New York was converted from oil to gas 
after the war, the technician ran into diffi- 
culty. No listed compressor was large 
enough to fit the job. Enter the Sales En- 
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gineer. He collects some information on 
pipe sizes, pressures, specific gravity of 
the gas, temperatures, liquifying points, 
chemical content, etc. Armed with this 
information he makes a few computa- 
tions, sketches a new compressor for the 
job, and works up some specifications; 
the systematic use of recorded knowl- 
edge. 

As the new compressor gets into design 
and production, some questions arise. 
Maybe the top speed of the blades on the 
extra-large rotor is too high and the cen- 
trifugal force will be too great for the ma- 
terial. Better set it up on the test block 
and try it out. Here the researcher takes 
over. He simulates the field conditions of 
temperature and pressure and holds them 
constant while he speeds up the rotor 
blades to their destruction, taking meas- 
urements all the time; scientific research. 

A better example is the General Elec- 
tric Company and its carton for electric 
light bulbs (lamps). 

The six-lamp carton, roughly cubical 
in shape had been standard for years. It 
didn’t require much of a technician to 
know how they were packed, and how 
many cartons would go in what shaped 
space. Nor did it take much of a techni- 
cian to note that very few of the six-lamp 
cartons were sold. They just didn’t fit 
well into a carrying sack. Something 
should be done to improve this situation. 

An engineer would start out and get 
some basic data; the size and shape of the 
conventional display shelves, the size and 
shape of the ordinary kitchen cabinet 
storage shelf, the most flexible shape to 
pack in a shopping bag, etc. With these 
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data he could design a carton that would 
meet the needs for vending lamp bulbs 
very well. Systematic use of recorded 
knowledge. 

However, there might well be some 
misgivings as to how many lamps the 
housewife wants to buy at a time. If she 
needs one lamp in the apartment, would 
she buy two at a time if they were in a 
handy carton? or maybe three? or even 
four or five? This requires some real re- 
search. ‘The market researcher sets-up a 
few displays of two-lamp cartons in a few 
stores. He carefully records the number 
of lamps sold in a given period. Next he 
sets up displays of three-lamp cartons in 
the same places for the same period of 
time and records the number of lamps 
sold. And so on for four-lamp cartons and 
five-lamp cartons, etc. He comes up with 
an answer that the four-lamp carton is the 
best. 

True in-so-far as best is scientifically 
determined; other conditions remaining 
the same during each test. But maybe 
business conditions have changed, maybe 
there is less employment. Maybe more 
people have television and don’t use so 
many lights. Or part of the tests are run 
in the summer when not as much light 
is needed. Maybe school started and the 
children are all lectured on more light 
for studying. 

It probably is as scientific as marketing 
can be. There are some elements that are 
true research. But still there are many 
unknowns, many imponderables. A great 
deal is still left to the judgment of the 
administrator. At that point marketing 
remains an art. 

I expect that Kenneth Hutchinson was 
saying just that in a more deductive way. 


Rosert S. STAINTON 


Case Institute of Technology 
Cleveland, Ohio 


NOTES ON ORIGIN OF THE AMER- 
ICAN MARKETING ASSOCIATION 


The excellent article by Robert Bartels 
in the July, 1951, Journal seems to have 
aroused considerable interest in the de- 
velopment of marketing, especially in re- 
constructing the early teaching of mar- 
keting and the factors influencing the 
pioneer teachers. My purpose is to make 
one addition and to correct one mislead- 
ing statement. 

Bartels records that Fred Clark and 
Paul Ivey studied at the University of 
Illinois under Kinley. He fails to men- 
tion Fred Russell, Claire Griffin, and 
L. D. H. Weld. Clark, Griffin, and Rus- 
sell did their doctoral work together un- 
der Kinley. It is interesting to note that 
Clark and Russell have been the only two 
men elected twice to the presidency of 
the national association. Griffin became 
dean at Michigan. Russell went to the 
University of Washington and returned 
to Illinois in 1919 to take over the mar- 
keting courses, allowing Litman to spe- 
cialize in Foreign Trade. He started 
teaching Sales Management in 1920 and 
graduate work in Marketing in 1921. 
His Management of the Sales Organiza- 
tion in 1922 was one of the outstanding 
and one of the first books in the field of 
sales management. 

The misleading statement is that the 
group of marketing students meeting in 
the American Economic Association was 
the nucleus out of which developed the 
American Marketing Association. This 
statement is based on a letter from Weld 
to Bartels written about 1941 in which he 
said: “In 1918 at a meeting of the Ameri- 
can Economic Association in Richmond, 
I was able to scrape together five or six 
men who were interested in market- 
ing and we had dinner together. This 
group .. . grew fairly rapidly . . . and 
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formed the nucleus out of which de- 
veloped the Association of Teachers of 
Marketing.” This statement is techni- 
cally incorrect. 

The American Marketing Association 
grew from The National Association of 
the Teachers of Advertising, started by 
Walter Dill Scott in 1915. Some of the 
men attending the early meetings of this 
organization were Scott, Barnes, Lyon, 
Starch, Hotchkiss, Agnew, Kilduff, Kit- 
son, Cherington, Russell, Butler, Tipper, 
Piercy, and Troxell. Its secretary was the 
dynamic Nathaniel Barnes who induced 
many non-advertising marketing teach- 
ers to join this organization. It changed 
its name in 1926 to the National Associa- 
tion of Teachers of Marketing and Ad- 
vertising and broadened its scope to 
include all aspects of marketing. 

The marketing roundtable in connec- 
tion with the meetings of the American 
Economic Association was a_ parallel 
movement. According to Weld it started 
in 1918, three years after the organization 
of the advertising teachers. However, I 
think that marketing teachers talked over 
their mutual problems at the Economic 
Association conventions prior to 1918. At 
the 1916 convention in Columbus the 
teachers of accounting set up their own 
organization, the American Association 
of University Instructors in Accounting. 
Some of us interested in other applied 
fields discussed following their ‘example. 
We asked why the Economic Association 
did not hold sectional meetings for the 
various members interested in the ap- 
plied subjects which were becoming im- 
portant with the growth of colleges of 
commerce. We were told that this had 
been tried and had not proved successful. 

I attended the 1918 meeting in Rich- 
mond but do not recall the dinner Weld 


+See Agnew, Hugh E.: Journal of Marketing, 
April 1941, p. 374. Also letter from Fred A. Russell, 
February 1, 1952. 


mentions. I don’t think he scraped very 
deeply or he would have found more than 
five or six men interested in marketing. 
Many of us were teaching several sub- 
jects, including marketing. By 1921 this 
was a rather cohesive group. Each year we 
would appoint a person or a committee to 
arrange next year’s meeting. The trouble 
was that we had no official standing in the 
Association and each year our committee 
had to tell the newly elected president of 
the American Economic Association that 
we wanted a meeting room at next year’s 
convention. Some of them indicated that 
this was irregular. This led us to pass a 
resolution at the December meeting in 
1923 asking for recognition and group 
meetings in connection with the Associa- 
tion’s annual conventions. A copy of the 
resolution appeared in the Journal of 
Marketing of July, 1941, p. 377. 

Except for the lack of interest in mar- 
keting by the officers of the American 
Economic Association and for the aggres- 
sive solicitation of members for the Ad- 
vertising Teachers Association by Nat 
Barnes, marketing might have developed 
as a division in the American Economic 
Association. The marketing roundtables 
were continued for a few years after 1926. 

Some of those I recall attending the 
niarketing roundtables meetings in the 
early 1920s were: Clark, Vaughn, Hib- 
bard, Macklin, Nourse, Russell, May- 
nard, Tosdal, Weld, Griffin, and Henry 
(John Henry of Coe College). There 
were several others. The group was never 
identical in any two years. 

While I am on the subject, I should, 
perhaps, mention the origin of the Amer- 
ican Marketing Society. Nat Barnes had 
relinquished the secretaryship and at our 
1930 meeting in Cleveland he asked and 
was given permission to organize the mar- 
keting research practitioners with the 
Association’s blessing. He organized the 
American Marketing Society. In 1937 the 
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two organizations merged to form the 
American Marketing Association. The 
choice of the name was interesting. We 
were wondering whether to call the 
merged organization the National Mar- 
keting Society or the American Market- 
ing Association. In either case we would 
take one word from each constituent 
organization. At the time the social sci- 


ence organizations meeting together in 
December had their programs placed al- 
phabetically in the joint program. The 
word “American” was chosen because it 
would get our programs nearer the front 
of the combined booklet. 


P. D. CONVERSE 


University of Illinois 
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Research in Marketing 
JAMES H.. LORIE, Editor 


Editorial Staff: R. BARTELS, Ohio State University; RicHarp M. CLEWETT, 
Northwestern University; EpNA Douc.Las, Iowa State College; CHARLES 
GoopMAN, University of Pennsylvania; CHARLEs H. Sevin, Office of Price 
Stabilization. Initials of staff members, in brackets following subject head- 
ings, identify the reviewers of the individual items. 


Research completed and in progress is 
classified in this section under the list of 
general headings given below. Individual 
items are designated by the number of the 
general class into which they fall and, also, 
by a serial number within the class. 

Readers interested in securing copies of 
the publications mentioned in the follow- 
ing pages should address their requests to 
the respective publishers—THE JOURNAL does 
not have copies for sale or distribution. 

Members of the American Marketing As- 
sociation who are engaged in significant 
pieces of marketing research are urged to 
submit items to the Editor of this section. 


List oF GENERAL HEADINGS 


. Advertising 

. Selling—Personal 

. Industrial Marketing 

. Marketing Farm Products 
Marketing Minerals 

. Marketing Services 

Producers’ Marketing of Consumer 
Goods 

. Product Analysis 

g. Consumer Studies 

10. Cost of Marketing 

11. Foreign Trade 

12. Cooperative Marketing 

13. Credit—Mercantile and Retail 
14. Retailing 

15. Transportation 

16. Warehousing 

17. Wholesaling 

18. Federal, State, Local Regulation 
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ig. Taxation 

20. Marketing Theory 

21. Prices and Price Policies 
22. General Market Statistics 
23. Market Area Studies 

24. Research Technique 

25. Markets—Specific Products 
26. Miscellaneous 


1. ADVERTISING 


1.1 Merchandising Commodities and Citizen- 
ship on Television. G. D. Wiebe, Pub- 
lic Opinion Quarterly, Winter, 1951- 
52. [E.D.] 

The effectiveness of radio and television 
as advertising media has caused social scien- 
tists to ask why these media cannot be used 
in molding behavior and habit patterns in 
such areas as citizenship and community 
responsibility. The success of mass persua- 
sion is a function of the audience member’s 
experience with regard to five factors: (1) 
the force of the motivation, which is a prod- 
uct of one’s predisposition toward the goal 
and the motivation provided by the com- 
munication; (2) the direction of motivated 
persons to the mechanism by which they 
may consummate their motivation in inter- 
action with a social mechanism; (3) the ex- 
istence of an implementing social mechan- 
ism; (4) adequacy and compatibility of the 
mechanism which will facilitate the goal 
behavior; and (5) the distance of the audi- 
ence member from the mechanism, which 
is the audience member’s subjective esti- 
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mate of the intervening energy expenditure 
in comparison with the reward. 

Four “public service” programs (the CBS- 
Kate Smith bond selling campaign in 1943; 
the WJZ-TV civilian defense series; a CBS 
program on juvenile delinquency in 1947; 
and the Kefauver hearings) are examined, 
and their success or failure is explained on 
the basis of the presence or absence of these 
five factors. 


1.2 Thunder on the Right! C. B. Larrabee, 
Printers’ Ink, March 7, 14, 21 and 28, 
1952. [R.M.C.] 


The growing storm of public criticism of 
advertising is more threatening to the fu- 
ture welfare than the so-called consumer 
revolt of the late 20’s and early go’s. It is as 
severe as the wave of criticisms in the early 
ig00’s. The disturbing thing about this 
criticism is that it is coming from responsi- 
ble leaders of American thought. They do 
not question the value of advertising as an 
economic necessity, bui aie repelled by its 
shortcomings. The danger is that such criti- 
cism may well lead to imposed cures that 
might well kill the patient. Mr. Larrabee is 


convinced that the solution should come 


from advertising people. 

It is well worth the time of every person 
in marketing to read this article and the 
reactions it provoked, for it gives both sides 
of the story as seen by people in various 
fields of our national life. 


1.3 Premium Merchandising Check List. 
H. W. Marks and T. M. Jones, Print- 
ers’ Ink, March 14, 1952. [R.M.C.] 


There is a worth-while check list on the 
use of premiums. It covers types, possible 
uses, distribution plans, promotion, testing, 
and laws relating to premiums. 


1.4 Point of Purchase Meets Variety of New 
Conditions in 1952. Printers’ Ink, 
March 28, 1952. [R.M.C.] 


A series of short case histories indicates 
how to solve new problems in the use of one 
of the oldest advertising media. 


2. SELLING—PERSONAL 


2.1 Prediction of Department Store Sales Per- 
formance from Personal Data. James 
N. Mosel, Journal of Applied Psy- 
chology, February, 1952. [E.D.] 


Analysis of the application blanks of 170 
women department-store sales clerks re- 
vealed that twelve personal data items sig- 
nificantly distinguished between high and 
low selling cost (salary plus bonus divided 
by total net sales) employees. When applied 
to 100 present employees, total weighted 
personal data scores showed a “substantial” 
relationship to selling performance. Char- 
acteristics of the “ideal” low selling-cost 
sales woman (in order of discrimination) 
were: between 35 and 54 years of age, 13 
to 16 years of formal education, over five 
years previous selling experience, over 160 
pounds, five years or less on next to last job, 
lives in a boarding house, over five years on 
last job, minor executive as previous experi- 
ence, between 59 and 62 inches tall, one to 
three dependents, widowed, and no lost 
time in last two years. 


2.2 Sales Meetings. Sales Management, Jan- 
uary 15, 1952, Part 2. [R.M.Cc.] 
Marketing people concerned with sales 
meetings, conventions, expositions, and 
trade shows will find this new quarterly 
feature of Sales Management worth while. 


2.3 Does Your Sales Force Know How to 
Sell the Negro Trade? Some Do’s and 
Don’ts. John H. Johnson, Advertising 
Age, March 17, 1952. [R.M.C.] 

The editor and publisher of Ebony, Jet, 
and Tan suggests some down-to-earth ideas 
on making sales contacts in the Negro mar- 
ket. Negro retailers are becoming constantly 
more important, and sellers need to tailor 
their sales efforts to that market if they are 
to be successful in it. 


9. CONSUMER STUDIES 


9.1 Consumer Plans for Spending and Saving, 
Federal Reserve Bulletin, April 1952. 
[J-H.L.] 

Early results from the 1952 Survey of 
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Consumer Finances indicate that consumer 
plans to buy major household durable goods 
and automobiles are somewhat less frequent 
than those reported in the 1951 survey. 
These data suggest that consumer demand 
will be no greater than the output of these 
items that is possible under current and 
prospective limitations on the use of scarce 
materials. The number of consumers having 
fairly definite plans to buy houses in 1952 
is approximately the same as those having 
such plans a year earlier with respect to 
1951. 

Approximately 60 per cent of all consum- 
ers expressed the belief that 1952 is a bad 
time to make large purchases of durable 
goods. A smaller percentage had such feel- 
ings a year earlier. Very few consumers in- 
dicated that fears of shortages affected their 
plans, but there was suggestive evidence 
that the level of prices was a strong deter- 
rent. 

The data on buying plans imply a con- 
tinuation of present high levels of personal 
saving. If this saving is channeled into gov- 
ernment bonds, which continue to be the 
most popular form of investment, the be- 
havior of consumers in 1952 can be expected 
to have a net anti-inflationary influence. 


10. COST OF MARKETING 


10.1 Package Liquor Stores. Cost of Doing 
Business Survey No. 5. (New York 
8: Dun and Bradstreet, Inc., 99 
Church Street, 1952.) 4 pp. Free. 
[c.s.G. ] 


This analysis of the 1950 financial state- 
ments of 226 independent package liquor 
retailers differs from studies of other retail 
types in the inclusion of an analysis by re- 
sale price maintenance status in addition to 
the usual analyses by sales size, city size, 
type of shopping area, form of organization, 
merchandise specialty and rate of profit. 

For the group as a whole, the median 
gross margin: was 20.0 per cent and expenses 
16.9 per cent, leaving a net profit before in- 
come taxes of 3.1 per cent. The more profit- 
able stores enjoyed both higher gross mar- 


gins and lower operating expenses than the 
less profitable operators; they also had a 
somewhat lower inventory turnover, only 
4-6 times as compared with 5.2 for the en- 
tire group. 

Gross margin and total expenses were 
slightly higher in cities over 500,000 than 
in smaller places but experience differed 
only slightly with such variables as store 
size, type of shopping area, form of organ- 
ization, and merchandise specialty. Both 
gross margin and total expenses appear to 
be greatly affected by the legal status of 
price maintenance arrangements in the vari- 
ous areas. The median gross margin of 83 
stores in seven states having mandatory 
state-enforced price maintenance or legis- 
lation requiring a mandatory liquor price 
markup was 22.1 per cent. For the 34 stores 
in four states having voluntary state-en- 
forced price maintenance, the median mark- 
up was 20.5 per cent; for 68 stores in 16 
states having no special liquor price-fixing 
but with regular “voluntary” “Fair Trade” 
laws, it was 18.8 per cent. In sharp contrast, 
37 stores in the price-free area (2 states and 
District of Columbia) had a gross margin 
of only 16.0 per cent. Total operating ex- 
penses varied directly with gross margins: 
18.2 per cent in the mandatory state-en- 
forced price maintenance area, to 17.7 per 
cent in the voluntary state enforced, 15.8 
per cent in the regular “Fair Trade” areas, 
and only 14.6 per cent in the price free area. 


14. RETAILING 


14.1 The Retail Furrier: Concepts of Security 
and Success. Louis Kriesberg, The 
American Journal of Sociology, 
March, 19532. [E.D.] 


Concepts of security and success held by 
twelve custom furriers and twenty-two busi- 
ness (i.e., large custom—large merchant) fur- 
riers of ‘Chicago were determined by inter- 
view. Custom furriers held a self-oriented 
concept of security: a furrier is secure be- 
cause of his skills and possession of money. 
Business furriers had a customer-oriented 
concept of security: a furrier is secure be- 
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cause of the attitudes of his customers—i.e., 
goodwill. Most furriers believed that success 
was evidenced by the accumulation of 
money and the size of one’s business, al- 
though a minority of both types of furriers 
emphasized honesty, craftsmanship, and rep- 
utation as evidences of success. 


14.2 Industry Still On Ascent. Super Market 
Merchandising, February 1952. 
[R.M.C. 


The rapid growth of super markets in the 
food field is dramatically told in this article 
based upon a survey made by Super Market 
Merchandising. Supers now account for 41.8 
per cent of grocery store volume, as com- 
pared with 19.4 per cent in 1940. The 1951 
dollar volume showed an increase of 20.5 
per cent over 1950 and 517.8 per cent over 
1940. In the same decade the number of su- 
per market establishments increased two 
and one-half times to slightly more than 15,- 
ooo, and the average sales per super market 
increased from $323,886 per market in 1940 
to $803,220 in 1951. This growth in number 
of stores and aver?ge sale per store caused 
3-4 per cent of the grocery stores in the na- 
tion to do 41.8 per cent of its volume. These 
are but a few of the statistics presented in 
this article. : 

The marketing implications of continued 
super market growth are significant. Every 
time a new super market is built the poten- 
tial volume for 14 ordinary old-type grocery 
stores is blocked out. It is estimated that by 
1963 super markets will account for at least 
64 per cent of grocery store business. 

More information concerning how the 
survey was conducted would be useful to 
people who expect to use the results. 


18. FEDERAL, STATE, LOCAL REGULA- 
TION 


18.1 Giant Grocery Retailing and the Anti- 
trust Laws. Werner Z. Hirsch and 
Dow Votaw, The Journal of Busi- 

ness, January, 1952. [E.D.] 
The economic and social desirability of 
huge-scale retailing, with special reference 
to A & P, is considered in the light of the re- 


lations between great size, on the one hand, 
and low prices, low costs, and economic 
power, on the other. Huge-scale retailing of- 
fers advantages because of better marketing 
methods, including horizontal and vertical 
integration; nonmonopsonistic large-scale 
purchasing; and monopsony power. While 
size affects costs and prices, beyond a certain 
point additional sales volume causes the 
cost curve to flatten out, making possible 
substantial increases or decreases in size 
without appreciable changes in costs or 
prices. This optimum point is far below the 
size of A & P. There is also much evidence 
of exercise and threat of exercise of power 
by A & P in markets. Establishment of the 
fact of market control by A & P to an exten- 
sive and dangerous degree on the basis of the 
nature of the market, the leverage on the 
market, and the intent or purpose is evi- 
dence of violation of the Sherman Act. The 
four-point proposal of the Department of 
Justice for reorganization of A & P is en- 
dorsed with only slight qualification. The 
thesis: “. . . even though the exercise of 
certain types of monopoly and monopsony 
power may result temporarily in low prices, 
. . . the exercise of this power, or possibly 
only its existence, creates long- and short-run 
social and economic effects which make de- 
sirable the elimination or checking of the 
power.” 


21. PRICES AND PRICE POLICIES 


21.1 Price Discrimination and the Multiple- 
Product Firm. Eli W. Clemens, The 
Review of Economic Studies, No. 48, 
1950-51. [E.D.] 

Because of transferability of resources 
within the firm, price discrimination and 
multiple-product production are important 
aspects of business action which have been 
neglected since the pioneering work of 
Chamberlin and Robinson. The distinc- 
tion between a producer selling a single 
product at different prices and one selling 
different products in various markets at dif- 
fering percentages of profit is one of degree 
only. A firm does not sell its product, but 
rather its capacity to produce. Production 
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in the firm is pushed to the point where mar- 
ginal cost is equal to the demand price for 
the least profitable unit produced so that the 
firm achieves “capacity” operation. Limits 
to this process are institutional rather than 
theoretical. Another means of affecting prof- 
its is to “segmentize” the demand by estab- 
. lishing a series of prices for a given, or mod- 
erately differentiated, product. 

Profits can be obtained only by constant 
manipulation of price and product line. 
The firm that does not discriminate in its 
pricing policy, differentiate in its product 
line, or invade new markets dies in the com- 
petitive struggle. 


21.2 Further Reflections on Retail Pricing. 
Margaret Hall and Henry Smith, 
Economica, February, 1952. [E.D.] 


This is a reply to Hood and Yamey (“Im- 
perfect Competition in Retail Trades”), 
who criticized the appraisal of the working 
of competition in retail trade as set forth by 
Smith and Hall. Mrs. Hall objects to three 
things in their article: (1) the emphasis upon 
perfections rather than imperfections in the 
retail market; (2) their conclusion that com- 
petition in retail markets secures the interest 
of consumers; and (3) their analytical as- 
sumption that resale price maintenance will 
not exist. 

Mr. Smith defines “effective” competition 
in retail trade as the permanent diversion of 
trade from high-cost to low-cost distributors, 
with proper regard to quality of services of- 
fered. Low costs will be reflected in low retail 
prices, and this pattern will be the most prof- 
itable long-run course for retailers to follow. 

One problem of retail pricing is that of 
imputing costs. One approach is to carry a 
full line of products and adjust the markup 
of each to yield the over-all average sought. 
Another is to carry only those products 
which fit into the percentage markup 
sought. Achievement of a minimum markup 
will not be realized if buyers are more read- 
ily attracted by loss leaders than by changes 
in the general range of prices. Merchandise 
and price policies of chains and cooperatives 
are examined in terms of their possible ef- 


fects on retail competition. It is concluded 
that the approach to the effectiveness of 
price competition in retail trade must be an 
empirical one. 


21.3 Revision of the BLS Wholesale Price 
Index. (Washington: Bureau of La- 
bor Statistics, Dept. of Labor) 
[C.H.S.] 


The Bureau of Labor Statistics issued the 
revised Wholesale Price Index for the month 
of January 1952. Along with the initial re- 
lease, BLS issued historical data for groups, 
subgroups and product classes of the revised 
index for the period from January 1947 for- 
ward, and the indexes for “all commodities” 
and “all commodities other than farm and 
food” by months from January 1926 for- 
ward. 

The revised index is on the base period 
1947-1949; the weights for the index repre- 
sent all sales at the primary market level 
during the calendar year 1947. The classifi- 
cation scheme has been expanded from 10 
major groups to 15 major groups, 88 sub- 
groups and approximately 250 product 
classes. The revised index contains about 
2,000 commodities in place of the goo com- 
modities previously included. The Bureau 
of Labor Statistics has available, and will 
supply upon request, detailed specifications 
for each commodity and historical indexes 
or prices for each individual commodity for 
the period since January 1947. 

A complete “Description of the Revised 
Wholesale Price Index” appeared as a tech- 
nical note in the Monthly Labor Review for 
February 1952 and has been reprinted as 
Serial R-2067. This reprint is also available 
from the Government Printing Office for 5 
cents. 

The weekly wholesale price index has 
been revised to the same base and weighting 
period as the monthly index. The weekly 
index will be based upon a sample of ap- 
proximately 200 commodities and computed 
as an estimated per cent change from the 
preceding monthly index, but will be pub- 
lished as an estimated index. 
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22. GENERAL MARKET STATISTICS 


22.1 Postwar Changes in Income and Savings 
among Consumers in Different Age 
Groups. Janet A. Fisher, Economet- 
rica, January, 1952. [E.D.] 


Classification of income, expenditure, and 
savings data collected in the Surveys of Con- 
sumer Finances for 1946-1948 according to 
age of household head shows: (1) that the up- 
ward shifts in income during these years 
were distributed unevenly among spending 
units in different age groups (a decreasing 
percentage of the young group received less 
than $2,000; an increasing percentage of the 
25-44 year old group received $3,000 or 
more; those in the 65 and over group showed 
little change); (2) that the increasing propor- 
tion who dissaved during this period varied 
in their distribution according to age (no 
change in the proportion under 35, who dis- 
saved; greatest increase for over 65 and 35-44 
year groups); and (g) that liquid asset de- 
creases during the period were a more com- 
mon form of dissaving for the older age 
groups, while use of credit for purchases of 
durable goods were a more important form 
of dissaving for younger groups. 

Both income and savings behavior prob- 
ably vary among consumers of different age 
groups during the business cycle. 


22.2 State Estimates of the Business Popula- 
tion: 1944-1951. Betty C. Churchill, 
Survey of Current Business, January, 
1952. [E.D.] 

This is another in the series of studies of 
business population made by the Office of 
Business Economics. Data on marketing 
firms show that the coefficient of correlation 
between number of wholesale firms in a state 
and total income payments of the state in 
1949 is .g5'7; between number of retail firms 
and total income payments in 1949, .993. On 
March 31, 1951, there were 2.16 per cent 
more wholesale firms in the United States 
than on March g1, 1948. However, New 
Hampshire, Georgia, Illinois, Iowa, Mon- 
tana, Nebraska, North Dakota, Wyoming, 
California, and Washington had a decrease 
in number of wholesale firms during this 


period. The number of retail firms in 1951 
was 1.93 per cent less than in 1948. Only 
Maine, Delaware, Maryland, New York, 
Florida, Kentucky, Mississippi, North Caro- 
lina, South Carolina, and Virginia had an 
increase in these three years in number of 
retail firms in operation. The greatest per- 
centage decrease was in the four far western 
states which together had a 7.65, per cent de- 
crease. According to preliminary figures, 
there were 206.6 thousand wholesale firms 
in the United States in 1951 and 1,676.8 
thousand retail firms. Entrance and discon- 
tinuance rates are reported by states for all 
industries but not for major industry divi- 
sions. 


24. RESEARCH TECHNIQUE 


24.1 A Field Study of Interviewer Effects on 
the Quality of Survey Data. J. J. Feld- 
man, Herbert Hyman, and C. W. 
Hart, Public Opinion Quarterly, 
Winter, 1951-52. [E.D.] 


Forty-five interviewers were divided into 
five corps of nine each, and each corps cov- 
ered a given segment of Denver. Interview- 
ers within each corps were equivalent in 
interviewing experience, age, sex, and per- 
sonality (as measured by a simplified scale). 

On twenty-one questions of the closed 
type, significant variations among interview- 
ers were found on only seven. In seven 
tests involving factual questions, only one 
showed significant variation. However, re- 
sults reported by the different interviewers, 
some of long experience, were sufficiently 
different to warrant caution against depend- 
ing on a very small number of even the 
“best” interviewers. 

The greatest differences in individual in- 
terviewers’ results were on five “field rat- 
ings” which required the interviewer to rate 
certain attributes of the respondent or his 
environment, such as respondent reaction or 
the condition of the respondent’s house. 

On free-answer or open questions, there 
were marked interviewer differences in the 
type and number of responses. The more ex- 
perienced interviewers recorded more an- 
swers per respondent. Apparently inter- 
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viewer expectations affect responses on open 
questions. 

Invalid responses to questions of fact 
(which could be checked) varied widely 
among interviewers, suggesting the impor- 
tance of quality control investigations. 


24.2 The Utility of Social Anthropology as an 
Adjunct of a Social Survey. John B. 
Holland, International Journal of 
Opinion and Attitude Research, 
Winter, 1951-52. [E.D.] 


The procedure and functions of a social 
anthropologist who became attached to a re- 
search project of the Social Research Service 
of Michigan State College are described. 
The anthropologist lived in the selected 
county for several months before interview- 
ing began. The advantages of using such an 
observer are: (1) he can give a quick over- 
view of the unit to be studied; (2) he can aid 
in the choice and wording of questions; (3) 
he can aid in sampling; (4) he may be able to 
suggest hypotheses for research or aid in in- 
terpreting findings; (5) he may be able to 
provide case histories and illustrations. 

The time available, the complexity of the 
social system, and the size of the area studied 
do not, however, permit the social anthro- 
pologist to contribute a detailed and com- 
plete description of the unit of observation. 


24.3 Consumer Acceptance or Consumer Pref- 
erence. Glenn L. Burrows, Agricul- 
tural Economics Research, April, 
1952. [E.D.] 

Data in studies of consumer acceptance 
and consumer preference are often misin- 
terpreted because it is not clear which is be- 
ing measured. The difficulty is one both of 
definition and of technique. Preferences 
cannot be established unless consumers can 
distinguish between alternatives. ‘Con- 
sumer preference seeks the motivation for 
buying behavior; consumer acceptance re- 
cords buying behavior.” Discrimination 
tests are necessary prerequisites to intelli- 
gent preference studies. Precise definitions 
of consumer acceptance and consumer pref- 
erence are suggested and their differences il- 


lustrated by data on potato sales in stores 
of Baltimore, Maryland. 


24.4 A Note on “Simplification of Flesch 
Reading Ease Formula,” George R. 
Klare. Reply to “Simplification of 
Flesch Reading Ease Formula,” Ru- 
dolf Flesch. Reply to Klare and 
Flesch re “Simplification of Flesch 
Reading Ease Formula,” James N. 
Farr, James J. Jenkins, Donald G. 
Paterson, and George W. England. 
Journal of Applied Psychology, Feb- 
ruary, 1952. [E.D.] 

Two of these articles constitute replies to 
the proposal of Farr et al. that the number of 
one-syllable words be substituted in the 
Flesch Reading Ease Formula for the num- 
ber of syllables per 100 words. The other is a 
defense of the proposed change by Farr and 
his colleagues. 


24.5 Got a Research Problem? Try Solving It 
by Telephone. A. C. Daugherty, Jn- 
dustrial Marketing, March, 19532. 
[R.M.C. ] 


A telephone and a source file can be the 
keys to a tremendous quantity of readily 
available information. The source file con- 
sists of 3” x 5” cards and is cross indexed by 
the name of person to be called and the sub- 
ject involved. Build your file as you go along. 
Make it as comprehensive as you can. It will 
pay for itself many times over. Look ahead 
and jot down sources as you run into them 
even if immediate need does not exist. Don’t 
trust your memory. It will save doing the 
same job someone else has already done. Sev- 
eral sources are suggested. Some examples of 
how such a file has been useful are given. 


24.6 Any Marketing or Advertising Problem 
Can Be Solved with Mathematical 
Formulas, Say U. of C. Experts. B. M. 

Bradway. Advertising Age, March 
10, 1952. [R.M.C.] 


Mathematical formulas which would 
make possible the solution of almost any 
marketing or advertising problem are visu- 
alized as a distant possibility by Professor 
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Nicolas Rashevsky, chairman of the com- 
mittee on mathematical biology at the Uni- 
versity of Chicago. He feels that two mathe- 
maticians working three to five years could 
derive the formulas necessary to make the 
marketing and advertising of consumer 
products a mathematically precise science. 


24.7 How to Check Sales Results by the 
Paired-City Method. Sales Manage- 
ment, January 15, 1952. [R.M.C.] 


Researchers looking for test and control 
cities will be interested in this article which 
suggests seven lists of city-area pairs. The 
bases used for making up the different lists 
are (1) effective buying income, (2) total re- 
tail sales, (3) food store sales, (4) furniture- 
household-radio store sales, (5) general mer- 
chandise store sales, (6) automotive group 
store sales, and (7) drug store sales. City areas 
in each list are classified by size and location. 


25. MARKETS—SPECIFIC PRODUCTS 


25.1 Appliances: How Saturated Can You 
Get? Business Week, March 15, 1952. 
[R.M.C. ] 


Appliance items highest on the saturation 
list, in most cases, were the ones that showed 
the heaviest sales drop in 1951. This is a sig- 
nificant pattern pointed up in this article 
which goes on to estimate saturation for vari- 
ous appliances for the years 1955 and 1960. 
Presumably the statistics come from Elec- 
trical Merchandising, which magazine de- 
fines saturation as the percentage of wired 
homes that own the appliance in question. 

The appliance marketing cycle is tied in 
with this pattern. A new product, such as an 
electric dishwasher, comes on the market. At 
this stage the trade calls it a “specialty” item. 
It is somewhat of a luxury and requires a lot 
of demonstration and special promotion. 
After it catches on and people know all 
about it, the trade calls it a “merchandising” 
item. As saturation is approached and the 
market is primarily replacement, some feel 
that style and refinement must be empha- 
sized. In the case of some appliances, such as 
radios, it is possible to exceed saturation by 


the sale of more than one to a family. But 
this can’t be done for all appliances. In spite 
of this, the long-run outlook for the appli- 
ance industry is not dull. More wired homes 
are coming into the market and new types of 
appliances are sure to be developed. 


25.2 Troubles in Frozen Orange Juice. For- 
tune, March, 1952. [R.M.C.] 


The dramatic story of the turbulent 
frozen orange juice industry is unfolded in 
this article. Its growing pains, present posi- 
tion, and the outlook for the future are dis- 
cussed. 


26. MISCELLANEOUS 


26.1 Needed: A Marketing Preparedness Pro- 
gram. Russell H. Cooley, Harvard 
Business Review, March-April, 1952. 
[E.D. ] 


Wartime and postwar industrial produc- 
tion has reached new highs, but our ability 
to move goods into consumers’ hands is at 
least ten years behind our ability to produce. 
A marketing improvement program is essen- 
tial in the event of either full-scale war or 
peace with full employment. If gross na- 
tional product in the United States reaches 
$350 billions, defense spending is cut back 
to $65 or $70 billions, and private domestic 
investment is reduced, personal consump- 
tion expenditures will have to rise to $240 or 
$250 billions to maintain a gross national 
product of $350 billions—an increase of 20 
per cent over the level of 1951. The extent 
of our “unpreparedness” for this marketing 
challenge can be measured by the fact that 
up to 1930, the number of distribution work- 
ers increased in almost direct relation to the 
volume of goods, while from 1930 to 1950, 
the number of distribution workers in- 
creased only 32 per cent, compared with an 
increase in gross national product of 100 
per cent. By historical standards, this re- 
flects a “shortage” of 5 million distribution 
workers. All industries and firms must set 
their sights on the volume of goods essential 
to maintain full employment of resources. 

Opportunities for expansion in marketing 
are: (1) making goods and services more de- 
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sirable; (2) adding new goods or new uses for 
present ones; (3) expanding volume by low- 
ering distribution costs; (4) making goods 
more easily available; (5) increasing selling 
and advertising effectiveness. Each of these 
is explained in detail and illustrated by sev- 
eral examples. 

Business management is urged to organize 
its efforts in order to correct the underbal- 
ance in marketing which developed in an 
era marred by a depression and two wars. 


26.2 Mobilizing Production for Defense. Sur- 
vey of Current Business, February, 
1952. [E.D.] 
Among the many facts contained in this 
review of our economy during 1951 were 
these: 


(1) Gross national product in 1951 was 
$328 billions, 16 per cent above the dollar 
value of the 1950 gross national product and 
8 per cent greater in unit volume. 

(2) Federal, state, and local government 
purchases in 1951 were $63 billions, com- 
pared with $42.5 billions in 1950. This was 
one-fifth of the gross national product in 
1951. 

(3) Personal consumption expenditures in 
1951 rose to $205.5 billions, compared with 
$193.5 billions in 1950. The share of total 
national output purchased by consumers 
was lowered from 70 per cent in other years 
following World War II to 62.5 per cent in 
1951. Expenditures in real terms in 1951 
were one per cent below 1950. Personal sav- 
ings rose from $10.5 billions in 1950 to $17 
billions in 1951. 

(4) Total retail sales were $151 billions. 
Dollar volume was five per cent greater than 
in 1950, while unit volume was down four 
per cent. Food sales were well sustained 
throughout the year, but apparel sales 
showed a weakening of consumer demand. 
Real durable goods sales in 1951 fell below 
their level of early 1950. Durable goods stores 
took 21 per cent of consumer disposable in- 
come in the fourth quarter of 1951, com- 
pared with 29 per cent in the third quarter 
of 1950. 

(5) International trade during the first 


eleven months of 1951 was $26 billions, com- 
prised of $11 billions imports and $15, bil- 
lions exports. 


26.3 Selling: The Easy Days Are Over. Busi- 
ness Week, March 15, 1952. [R.M.C.] 

Just when “the hard sell” will arrive in 
full bloom is not clear to anyone now. Many 
statements have been made to the effect that 
it is here now or just around the corner. 
Others say it’s a few years off. This article 
indicates that many firms are now “tooling 
up” for more strenuous selling effort. This 
requires a serious study of population shifts, 
the new place of the super market, changes 
in the distribution patterns for many goods, 
and some other changes that have occurred 
since the last sustained period of hard sell- 
ing. These changes have been noted by many 
who have failed to relate them to their own 
operations after thorough analysis. 

One of the big problems is getting sales- 
men and sales executives who can meet the 
challenge. Seasoned men are hard to find. 
Sales executives are moving into top man- 
agement more and more. Others are being 
retired; many already having served beyond 
retirement age. 

Changes being made by some companies 
are: separating the planning and executive 
functions in sales and marketing; making 
sales planning a staff function; broadening 
lines so that they blanket their market; bor- 
rowing sales techniques from totally dissimi- 
lar fields; reorganizing their entire market- 
ing program; readjusting salesmen’s com- 
pensation to provide greater incentives; 
training younger members of the sales staff 
more intensively; and remapping territories 
to fit population and economic changes. One 
of the early symptoms of hard selling is the 
number of account switches experienced by 
advertising agencies. When sales begin to 
slip the advertising agency is frequently 
questioned. 

One of the big opportunities in girding 
for tough competition, not mentioned by the 
author, lies in the activities related to the 
physical product; including inventory con- 
trol, order filling and delivery. 
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26.4 To Market, to Market in Six Steps. Don 
G. Mitchell, Dun’s Review, March, 
1952. [R.M.C.] 


The six basic rules for a safe and swift trip 
to the markets of tomorrow are given here by 
the President of Sylvania Electric Products, 
Inc. They are interesting because they come 
from one not now in marketing but responsi- 
ble for it. 

His basic “principles” are: (1) don’t 
confuse selling with marketing; (2) the 
activities of the sales department must be co- 
ordinated with the activities of all other de- 
partments; (3) build the best possible em- 
ployee relations with the sales force; (4) 
study your distribution for “no phase of the 
marketing problems needs more study than 
that pertaining to channels of distribution”; 
(5) give attention to sound policies, good 
ethics, and good customer relations; and (6) 
plan today for tomorrow’s markets. 


26.5 Census Volume on Indexes of Produc- 
tion. (Washington: Bureau of the 
Census and the Federal Reserve Sys- 
tem.) [C.H.s.] 


The Bureau of the Census, in cooperation 
with the Board of Governors of the Federal 
Reserve System, has now completed work 
on the Census benchmark indexes of physi- 
cal volume of manufacturing production for 
the year 1947. These indexes use the results 
of the 1947 Census of Manufactures and 
furnish a basis for comparison and adjust- 
ment of the indexes currently constructed by 
the Board of Governors and other agencies. 

A volume containing a description and 
analysis of the methods used, together with 
the final indexes and the basic statistics re- 
quired to construct them, is being published 
by the two sponsoring agencies. This volume 
will show indexes for all manufacturing in- 
dustries and indexes at the 2-digit and 4- 
digit Standard Industrial Classification lev- 
els. Data for 263 industries are included in 
217 separate industry indexes. 

An appendix to the volume shows de- 
tailed 1939 and 1947 quantity and value of 
products statistics for 1,512 items used in 
constructing the production indexes. These 


figures include a number of revisions made 
subsequent to the publication of the 1947 
basic Census volumes, and incorporate some 
comparable 1939 and 1947 statistics not 
shown in the earlier publications. Data 
which could not be published separately but 
could be incorporated by the Bureau of the 
Census in the industry indexes were used 
for 201 other products. 

Another appendix shows total number of 
employees, value added, and value of ship- 
ments figures used in constructing the indus- 
try-group and industry indexes, respectively. 
This is the first publication of total employ- 
ment for 1939 on a basis comparable with 
the 1947 industry classifications. A third ap- 
pendix describes in detail the methods used 
in constructing the individual industry in- 
dexes, and a fourth appendix discusses the 
rationale and implications of the coverage 
adjustment for individual! industries. 

This volume will be offered for sale by the 
Government Printing Office, Washington 25, 
D. C. In ordering the volume, reference 
should be made to “Census of Manufactures: 
1947, Indexes of Production,” a joint publi- 
cation of the United States Bureau of the 
Census and the Board of Governors of the 
Federal Reserve System. 


26.6 Revision of FRB Index of Industrial Pro- 
duction. (Washington: Board of Gov- 
ernors of the Federal Reserve Sys- 
tem.) [C.H.s.] 


The index of industrial production com- 
puted by the Board of Governors of the 
Federal Reserve System is currently under- 
going a comprehensive revision, the second 
since the index was published in 1927. The 
first comprehensive revision was completed 
in August 1940, and two more limited revi- 
sions were made in 1941 and 1943 to take 
account of wartime developments. 

The current revision of the index involves 
the introduction of more recent weight and 
comparison base periods, the use of new clas- 
sifications, and improvement of component 
production indexes wherever possible. The 
weight period used in the indexes for re- 
cent years will be changed from 1937 to 1947, 
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the first year since 1939 for which a Census 
of Manufactures was taken. 

Production measures for all industries and 
products included in the index are being 
reviewed in the light of (1) new current and 
benchmark data that have become available 
since the latest revision; (2) changes in eco- 
nomic and technological relations in indus- 
try; and (3) changes which should be made 
in present methods, on the basis of experi- 
ence since the last revision. 

FRB is considering expansion of the scope 
of the index to include electric and gas utili- 
ties and possibly construction, in addition 
to manufacturing and mining which have 
been included in the FRB index from its in- 
ception. Consideration is also being given 
to the development of various new economic 
groupings of production data, such as the 
Board’s new index of output of major con- 
sumer durable goods. 

It is expected that the current revision 
of the index of industrial production will 
be completed in the middle of 1952. Tenta- 
tively revised annual indexes, mainly begin- 
ning with the year 1947, will be available 
early in 1952 in order to obtain critical com- 
ments from users of the data before the 
finally revised indexes are released. 


26.7 New Base Periods for Government Index 
Numbers. (Washington: Bureau of 
the Budget, Division of Statistical 
Standards.) [c.H.s.] 


A number of Federal agencies are now re- 
vising or planning to revise their index 
numbers in accordance with the recommen- 
dation that the base period for indexes be 
shifted from prewar periods to the postwar 
years 1947-49. This recommendation was 
made by the Division of Statistical Stand- 
ards, Bureau of the Budget, after consulta- 
tion with producers and users of index num- 
bers, both within and outside the Federal 
Government. 

The following paragraphs summarize the 
plans of the Federal Reserve System, the Bu- 
reau of Labor Statistics, and the Bureau of 
Agricultural Economics for shifting the 
base period of their indexes to the recom- 
mended new postwar period: 


1. BOARD OF GOVERNORS OF THE FEDERAL RE- 
SERVE SYSTEM 


The Board of Governors of the Federal 
Reserve System is now publishing several 
indexes on a 1947-49 base, and plans to con- 
vert all other series published in relative 
form to this base during 1952. The approxi- 
mate dates on which the shift will be accom- 
plished for individual series are as follows: 

Monthly index of output of major con- 
sumer durable goods—This new series, first 
published in the October 1951 issue of the 
Federal Reserve Bulletin, is compiled on the 
1947-49 base. 

Department store sales and stocks—The 
base period for the monthly indexes of sales 
and stocks was changed from 1935-39 to 
1947-49 as part of the general revision of 
these indexes, and published in the Decem- 
ber 1951 issue of the Bulletin. A revision of 
the weekly indexes of department store sales, 
including the base period change, is sched- 
uled for completion. For the monthly in- 
dexes of sales and stocks by major depart- 
ments, the new base period probably will 
not be adopted before the end of 19532. 

Monthly index of industrial production— 
The base period will be changed from 1935- 
39 to 1947-49 as part of the comprehensive 
revision of this index, which is now sched- 
uled for completion in mid-1952. 

Other series—The 1947-49 base period will 
probably be adopted in 1952 for all other se- 
ries originated by the Federal Reserve Sys- 
tem and published in relative form in the 
Bulletin or in mimeographed releases. 
These include indexes of freight carloadings 
and construction contracts awarded, several 
indexes relating to consumer credit, and sev- 
eral indexes relating to seasonally adjusted 
employment. 


2. BUREAU OF LABOR STATISTICS 


Plans are under way to change the base 
period for most indexes published by the 
Bureau of Labor Statistics to a 1947-49 base 
period during calendar year 1952. The fol- 
lowing shows the approximate dates for the 
shift to the new base: 

Prices—Both the Wholesale Price Index 
and the Consumers’ Price Index are now un- 
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dergoing comprehensive revision, which will 
include a shift to the 1947-49 base period. 
The revision of the Wholesale Price Index 
became effective with the release for Janu- 
ary 1952, and that of the Consumers’ Price 
Index will become effective with the January 
1953 release. 

Employment and payrolls—The following 
indexes included in the Employment and 
Payrolls Detailed Report will be revised 
from a 1939 base to the 1947-49 base begin- 
ning with the January 1952 report: 


Production-worker employment index, all 
manufacturing 

Production-worker payroll index, all man- 
ufacturing 


Hours and earnings—The following in- 
dexes and series published on a 1939 base in 
the Hours and Earnings Industry Report 
use the Consumers’ Price Index, and there- 
fore cannot be changed to the new base un- 
til revision of the CPI is completed: 


Gross average weekly earnings of produc- 
tion workers in selected industries, in 
1939 dollars 

Index of average weekly earnings, all man- 
ufacturing 

Net spendable average weekly earnings 
in 1939 dollars, all manufacturing 

Index of average hourly earnings exclud- 
ing overtime, all manufacturing ~ 


Unit man-hour indexes—Plans are now 
under discussion for shifting the base pe- 
riod of the general productivity indexes and 
the indexes based on direct reports from 
manufacturers, and will be announced later. 

Indexes of the valuation of urban build- 
ing authorized, by class of construction, 1929 
—These indexes, formerly based on the 
monthly average for 1935-39, were changed 
to the 1947-49 base period with the release 
of data for January 19532. 


3. BUREAU OF AGRICULTURAL ECONOMICS 


The two principal indexes which the Bu- 
reau of Agricultural Economics computes 
currently are the Index of Prices Received by 
Farmers and the Parity Index (Prices Paid 


by Farmers). The reference base for these in- 
dexes is fixed by legislation, so for the time 
being BAE must continue to use the 1910-14 
average as the base period. Consideration 
could, however, be given to shifting the 
weighting patterns for these indexes from 
the current weighting base, 1937-41, to 1947- 
49. BAE recognizes the desirability of utiliz- 
ing recent weights in these indexes, but data 
on farmers’ expenditures for living and pro- 
duction purposes are not available in suffi- 
cient detail for recalculating or shifting the 
weight base to 1947-49 or any other postwar 
period. The Bureau expects to bring the 
weighting pattern up-to-date when resources 
become available for making the necessary 
surveys. 

For the Indexes of Prices Received and 
Prices Paid by Farmers, BAE has followed 
the practice of publishing both 1910-14 and 
1935-39 average commodity prices and in- 
dexes for comparative purposes. Since the 
base period to be used in Federal indexes 
is generally being shifted to 1947-49, BAE 
plans to publish average prices and indexes 
for this period for comparative purposes in 
place of the averages now carried for 1935- 
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26.8 Final Publications from 1948 Census of 
Business. (Washington: Bureau of 
the Census, Department of Com- 
merce.) [C.H.S.] 


Work on the 1948 Census of Business has 
now been completed by the Business Divi- 
sion, Bureau of the Census. Final data are 
presented in series of Area Bulletins, Sub- 
ject Bulletins, and Trade Bulletins, as well 
as in bound volumes. 

The Area Bulletin series consists of a re- 
tail, a wholesale and a service trade bulle- 
tin for each State. 

A series of 34 Subject Bulletins have been 
issued, presenting data on such subjects as 
Credit, Sales Size, Employee Size, Merchan- 
dise Line Sales, etc. The Subject Bulletins 
will be combined and republished during 
1952 as 1948 Census of Business Volumes I 
and II for Retail Trade, Volume IV for 
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Wholesale Trade, and Volume VI for Serv- 
ice Trades. 

A series of 14 Trade Bulletins, covering 
trades in which the most interest has been 
expressed, are being printed and will be re- 
leased in the near future. These bulletins as- 
semble data appearing in the Area and Sub- 
ject Bulletins and contain some additional 
data of a specialized nature of interest pri- 
marily to the trade being covered. The trades 
covered in the series are shown in the fol- 
lowing list (R designates retail trade, W 
wholesale trade, and S service trades): gro- 
cery (R,W); department stores; variety 
stores; electrical goods (R,W,S); automotive 
(R,W,S); drug (R,W); jewelry (R,W,S); basic 
iron and steel products distribution (W); 
motion picture; apparel (R,W); furniture 
(R,W,S); lumber (R,W); hardware, plumb- 
ing and heating equipment (R,W); and op- 
tical goods (R,W). 


RESEARCH COMPLETED IN 
COLLEGES AND UNIVERSITIES 


RoBERT BARTELS, Editor 


The JOURNAL initiates with this issue a 
section on marketing research completed in 
universities. It is planned to present in each 
issue of the JOURNAL a list of those university 
research projects of which there is a written 
record and which have been completed dur- 
ing the three months prior to the date on 
which material for the JOURNAL must be sent 
to press. In effect, the list will include work 
completed between three and six months 
prior to the appearance of the JOURNAL. 

Present plans call for the listing in this 
section of university research not subject to 
review or summarization in other sections 
of the JouRNAL. Thus, books and articles for 
other journals will not be listed while mas- 
ter’s and doctoral theses, in general, will be 
included. Arrangements have been made to 
get reports on research in each of the 225 
colleges and universities having a member 
of the American Marketing Association, as 
shown in the annual roster. Those wishing 
to report on other research should communi- 
cate with the editor of this section, Robert 


Bartels, the Ohio State University, Colum- 
bus, Ohio, and indicate the following in- 
formation with regard to the research: 


(1) Title 

(2) Author 

(3) Date of completion 

(4) Form (i.e. published, unpublished 
manuscript) 

(5) Manner in which the report of the re- 
search can be obtained and price (if 
any) 

(6) Whether or not research was for a mas- 
ter’s or doctor’s thesis. 


Material for the four issues of the JOURNAL 
must be received by the indicated dates: 


Issue of the JOURNAL Deadline for material 


January September 20 
April December 20 
July Match 20 
October June 20 


It is hoped that a more complete coverage 
can be achieved in subsequent issues of the 
JOURNAL. 


UNIVERSITY OF ILLINOIS 


A Study of Aggregate Consumption Func- 
tions, Robert Ferber, National Bureau 
of Economic Research. 

Trends in Rural Retailing in Illinois, 
1938-1951, Donald W. Scotton, Bureau 
of Economic and Business Research, 
University of Illinois. 

Vertical Integration in Marketing, Rob- 
ert H. Cole, Bureau of Economic and 
Business Research, University of IIli- 
nois, $1.50. 


UNIVERSITY OF KENTUCKY 


Survey of Consumer Buying Habits— 
Paris, Kentucky and Nearby Towns, 
Frank G. Coolsen and Will S. Myers, 
Jr., Report published January 10, 1952, 
available from Bureau of Business Re- 
search, University of Kentucky. — 

Kentucky Retail Trading Centers and 
Market Areas for Fashion Goods, Frank 
G. Coolsen, April, 1952, Bureau of Busi- 
ness Research, University of Kentucky. 
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UNIVERSITY OF MINNESOTA 


Retail Sales and Purchasing Power in 
Minnesota, E. H. Lewis and R. J. Hollo- 
way, February, 1952, School of Busi- 
ness Administration, University of Min- 
nesota. 


An Examination of River Traffic in Min- 
nesota for the Period, March-October, 
1951, December, 1951, Bureau of Busi- 
ness Research, State of Minnesota. 


Onto STATE UNIVERSITY 
A Study of the Services Performed by a 
Merchant Wholesaler, Myron Golin, 
March, 1952, deposited with the Ohio 
State University, Master’s Thesis. 


STATE COLLEGE OF WASHINGTON 


Price Policy Analysis of Small Retail Es- 
tablishments in Small Retail Market 
Areas, Richard L. Vetter, May, 1952, 
Master’s Thesis. 
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Legislative and Judicial Develop- 


ments in Marketing 


WILLIAM F. BROWN, Editor 
University of California, Los Angeles 


The most important recent developments in the 
legal framework within which marketing must func- 
tion are reported and analyzed under the topical out- 
line presented below. Not all headings in the outline 
may be represented in each issue since it is the gen- 
eral policy of this section not to devote attention to 
the following kinds of developments: (1) new laws or 
cases involving legal technicalities in which neither 
marketing practitioners, teachers, nor researchers 
are likely to have interest, (2) new cases which consti- 
tute more or less routine reaffirmation of well estab- 
lished rulings, (3) decisions handed down by inferior 
courts which are likely to be reviewed by higher 
courts or which deal with trivial problems. 

More detailed information about individual items 
may be obtained by direct reference to the sources 
cited for each case. These include the standard legal 
reporting services, the law journals, and such special 
facilities as United States Law Week and Commerce 
Clearing House Trade Regulation Reporter, '48-’51 
Decisions (abbreviated hereinafter simply as CCH). 

Readers who have comments or suggestions re- 
specting this section are urged to send them to the 
Editor. 


TOPICAL OUTLINE OF CASE 
SUBJECT MATTER 


I. REGULATION OF MONOPOLIS- 
TIC METHODS 
A. Market Control 
B. Collusive Practices 
C. Market Exclusion Tactics 


Il. REGULATION OF PRODUCT 
CHARACTERISTICS 
A. Product Standards 
B. Product Quality 
C. Packaging and Conditions of Sale 


III. REGULATION OF PRICE COMPE- 
TITION 
A. Price Discrimination 
B. Resale Price Maintenance 
C. Price Control (Minimum and Max- 
imum) 
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IV. REGULATION OF CHANNELS OF 
DISTRIBUTION 
A. Operating Features of Marketing In- 
stitutions 
B. Relations Between Buyers and Sell- 
ers: Exclusive Dealing Arrangements, 
etc. 


V. REGULATION OF UNFAIR COM- 
PETITION 
A. Advertising 
B. Non-Advertising Promotional Meth- 
ods 
C. Trade-Marks and Trade Names 


I. REGULATION OF MONOPOLY 
B. Collusive Practices 


1. United States v. New Wrinkle, Inc., 
342 U.S. 371 (February, 1952.) 

The pooling of patents by separate cor- 
porations in order to create a monopoly em- 
bracing the complete scope of all the patents 
has been attacked many times by the Anti- 
Trust Division of the Department of Justice. 
In recent years the courts have been punish- 
ing this abuse of the patent monopoly privi- 
lege more and more frequently by requir- 
ing patent holders to license others to make 
use of the patent, thus tending to destroy the 
monopoly control of the market. This is just 
such a case. In 1937 the Kay & Ess Company 
and the Chadeloid Chemical Company were 
engaged in patent litigation contesting their 
respective patents for the creating of a wrin- 
kle finish in paint. After some negotiations, 
however, they solved their problem by 
jointly forming a new corporation, the New 
Wrinkle Company, to which all the patents 
involved were assigned. New Wrinkle did 
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no manufacturing, but licensed others to 
do so, requiring all licensees to rigidly ob- 
serve its schedule of minimum prices, dis- 
count, terms of payment, and so forth. 

Although the power of a patent holder to 
control licensees’ resale prices is well estab- 
lished, the Supreme Court ruled that the 
whole structure in the present situation is 
rendered illegal by the fact that the patent 
holder, New Wrinkle, is simply a corporate 
device by which two firms collusively set 
about controlling the market. The Court 
summarily dismissed defendant’s contention 
that the operations of the firm consisted 
solely of effectuating contractual arrange- 
ments and therefore were purely intrastate 
transactions beyond the reach of the Sher- 
man Act. Defendants were ordered to per- 
mit licensees to manufacture free from price 
restrictions. 


2. Also noted: 


(a) United States v. Mager and Gougel- 
man, Inc., et al., CCH 4 67,233 (D.C.N.D. 
Ill., February, 1952) also is an action against 
firms which had pooled patents (for artificial 
plastic eyes) and thus controlled prices and 
production in an entire industry; the penal- 
ties decreed in this instance included divesti- 
ture of inter-company stock holdings and 
compulsory licensing of the patents. 


C. Market Exclusion Tactics 


1. Cardox Corporation v. Armstrong 
Coalbreak Company, 194 F.2d 376 (CCA 7, 
January, 1952). 

Here, too, the abuse of a patent monopoly 
has called forth a condemnation by the 
courts. In this instance the holder of the pat- 
ent, Armstrong Coalbreak Co., attempted 
to extend the scope of its monopoly by tying 
arrangements. Its “Airdox” unit, a com- 
pressed air device for breaking coal in mines, 
served as a substitute for the use of explo- 
sives. It was composed of a patented car- 
tridge, together with an air supply system 
made up of unpatentable motors, compres- 
sors, tubing, valves, and accessory equip- 
ment. The Company leased the cartridges 
only as a part of the entire unit, for which it 
charged operators six cents per ton of coal 


mined. The Cardox Company developed a 
new and apparently improved type of car- 
tridge which also required the same type of 
air supply system. Armstrong sued, claim- 
ing patent infringement. Although the lower 
court upheld the Armstrong claim, the Cir- 
cuit Court expressed the opinion that the 
Cardox cartridges did not violate Armstrong 
patents and that in any case Armstrong had 
abused its patent grant by attempting to ex- 
tend its monopoly by “tying in” non-patent- 
able elements. Armstrong contended that 
the terms of its lease did not constitute a ty- 
ing arrangement since the lessee of an airdox 
unit could buy or lease compressors and 
other elements of the air supply system from 
outsiders. The Court pointed out, however, 
that such a lessee was paying a royalty to 
Armstrong for an entire unit and hence 
would be unwilling to duplicate much of the 
equipment at extra expense. Inevitably, 
then, the arrangement would make it almost 
impossible for other firms supplying parts of 
the system to compete effectively and it was 
this fact that led to the court’s condemna- 
tion of the arrangement. 


2. Gamco, Inc. v. Providence Fruit 
and Produce Building, Inc., 194 F.2d 484 
(CCA 1, February, 1952). 

Groups of local marketing firms may em- 
ploy a wide variety of techniques to prevent 
the encroachment of competition from non- 
local sources. In this instance the fresh 
produce wholesalers of Providence, Rhode 
Island, attempted to prevent a Boston com- 
petitor from invading the Providence mar- 
ket by excluding him from the wholesale 
terminal building. This building, occupied 
and controlled by the majority of large prod- 
uce dealers in Providence, had leased space 
to Gamco, Inc., a Providence firm which be- 
came embarrassed financially and, after 
some time, was absorbed by Sawyer and 
Company, a Boston wholesaler. The board 
of directors of the Building refused to re- 
new the lease to Gamco when they learned 
of its pledge of stock to Sawyer, justifying 
the refusal on ground of Gamco’s financial 
instability. Actually, Sawyer’s interest in 
Gamco improved the latter’s credit, making 
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it apparent that the real reason for the re- 
fusal to renew the lease was the fear that 
Sawyer would become an active competitor 
in Providence. Defendant also contended 
that Gamco (Sawyer) could develop alterna- 
tive sites for its wholesale operation but the 
court answered this argument by noting 
that the established building had peculiar 
advantages in terms of nearness to railroad, 
trucking, and other facilities, as well as the 
regular patronage of retailers. The plaintiff 
was granted the right to treble damages and 
equitable relief (to take the form of a court 
order requiring defendant to provide space 
for plaintiff in the building). 


3. United States v. Oregon State Medi- 
cal Society, 343 U.S. 326 (April, 1952). 

The April issue of this section reported 
the action of the Washington Supreme Court 
in condemning the Puget Sound Medical 
Association for its attempts to limit the com- 
petition of group medical health plans. In 
the present case the Anti-Trust Division has 
carried an attack on the Oregon State Medi- 
cal Society to the United States Supreme 
Court on the same charge, that is, conspir- 
ing to prevent the development of competi- 
tive health services. The Court, however, 
has refused to accept the position of the 
Anti-Trust Division. According to the facts, 
the Oregon Society did very actively oppose 
the development of group health plans un- 
til 1941. At that time it completely reversed 
its position and began operation of its own 
group plan. Thereafter, with very minor 
exceptions, the Society took no further ac- 
tion, either individually or as an organiza- 
tion, to discourage the development of 
group medicine. However, it did generally 
follow the practice of not setting up a so- 
ciety health plan in counties in which there 
already existed group programs. On the 
basis of its interpretation of the evidence the 
Supreme Court ruled that the essentially il- 
legal activities of the Society had ended in 
1941, that there existed no reasonable ex- 
pectation that they would be undertaken 
again, and that the issuance of an injunction 
in these circumstances was neither necessary 
nor appropriate. 


4- Also noted: 


(a) Russell Company v. Comfort Equip- 
ment Corporation, 194 F.2d 592 (CCA 7, 
March, 1952), finds a court condemning a 
manufacturer for requiring all distributors 
and assemblers of its patented combination 
storm windows also to buy accessory ma- 
terials (paint, screen cloth, etc.) from it, 
thus abusing the patent grant by a tying ar- 
rangement. 


Ill. REGULATION OF PRICE COM- 
PETITION 


B. Resale Price Maintenance 


1. Hoffman-LaRoche, Inc. v. Weiss- 
bard 
Johnson and Johnson and McKes- 
son and Robbins, Inc. v. Charmley Drug Co., 
CCH 4 67,258 (Superior Ct. of N. J., Essex 
Co., March, 1952). 


The Schwegmann decision invalidating 
the application of state ‘‘non-signer” clauses 
to interstate commerce did not, of course, 
disturb resale price maintenance in purely 
intrastate commerce nor did it prevent such 
activity in interstate commerce if sellers ob- 
tained “contracts or agreements” with buy- 
ers respecting resale prices. A firm desirous 
of maintaining resale prices, then, might be 
able to do so if its transactions could be 
considered intrastate commerce or if it could 
sell to buyers under circumstances which 
would constitute agreements by buyers to 
observe resale price minimums. The practi- 
cal value of each of these two means of legal 
resale price maintenance obviously depends 
upon judicial definitions of “intrastate com- 
merce” and “contracts and agreements.” 
The two cases here decided in a single opin- 
ion throw some light on each problem. 

The Hoffman-LaRoche action is an at- 
tempt by the plaintiff, a New Jersey corpora- 
tion, to prevent price cutting on its prod- 
ucts by defendant, a New Jersey drug store. 
Judge Freund points out that the plaintiff 
is engaged in selling its products in inter- 
state commerce generally and that the con- 
cern’s sales in New Jersey therefore must 
“affect” its interstate commerce and so fall 
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within the scope of the Sherman Act even 
though, strictly speaking, its New Jersey 
sales are intrastate transactions. The Judge’s 
review of basic cases defining the scope of 
interstate commerce, current interpretations 
of this issue with respect to fair trade, and 
recent journal articles covering the topic is 
thorough, workmanlike, and very useful. 
Certainly it is true that the vast majority of 
recent decisions, including that of Sunbeam 
v. Civil Service Employees Cooperative As- 
soc., 192 F 2d 572 (CCA 3, 1951), cert. den. 
342 U.S. gog (January, 1952), make it un- 
likely that any firms but those selling within 
a single state can avail themselves of the in- 
trastate commerce argument (note refer- 
ences below). 

The Johnson and Johnson and McKesson 
and Robbins action provides a test of one de- 
vice which attempts to extend the “con- 
tract or agreement” method of maintaining 
resale prices in interstate commerce. The 
legality of such contracts or agreements is 
unquestioned but in practice it apparently 
has been impossible in most instances to per- 
suade aggressive retailers to sign them. Hop- 
ing to achieve the same result plaintiffs had 
printed on their invoices a legend inform- 
ing buyers that acceptance and payment for 
the merchandise constituted an agreement 
to abide by the established resale prices. 
Furthermore, they had previously sent let- 
ters to all customets notifying them of the 
plan. The Charmley Drug Store had re- 
ceived the letter, telephoned orders for 
goods, accepted them in spite of the invoice 
legend, written to plaintiffs stating their be- 
lief that the legend was not a legally bind- 
ing one, and had then cut prices below the 
established minimums. In seeking to compel 
Charmley to cease cutting prices plaintiffs 
contend that the store’s actions require it to 
abide by the legend, since it was under no 
compulsion to accept the goods, but could 
have returned them if unwilling to accept 
the terms of the sale. The court refused to 
accept this line of argument. Admitting that 
the legend did constitute adequate notice, 
Judge Freund nevertheless emphasized that 
in the matter of price maintenance the Su- 
preme Court had made it abundantly clear 


that the “contracts or agreements” envisaged 
by the Miller-Tydings Act must be volun- 
tarily entered into by the parties, a condi- 
tion which the court did not believe existed 
in the present situation. Unless the court’s 
verdict in this case is reversed upon appeal 
and in the absence of further Congressional 
legislation, Judge Freund is likely to be most 
accurate in his expressed conclusion that 
the “deathknell continues to toll” for fair 
trade. 


2. Miles California Company v. Bena- 
tars et al., CCH 4 67,226 (Calif. Sup. Ct., 
Sacramento Co., January, 1952). 


It has been suggested that firms might 
domesticate in each fair trade state in order 
to bring their marketing operations within 
the definition of intrastate commerce sub- 
ject only to the state laws. This court de- 
cision throws a good deal of cold water upon 
such a plan. In 1931 Miles Laboratories of 
Indiana established the petitioner, a Cali- 
fornia corporation, to act as sole distributor 
for Miles products in California. It arranged 
all sales in California for the parent concern, 
including sales made to defendants, who 
were non-signers of the company’s fair trade 
agreement. The defendants have cut prices 
below the minimums set by Miles and the 
California subsidiary sought an injunction 
to prevent this price cutting. Benatars coun- 
tered that the commerce was interstate in 
spite of the local character of the particu- 
lar transactions, and therefore within the 
proscription of the Schwegmann decision. 
The court accepted this view, pointing out 
that the distribution of Miles products is 
interstate and that the California firm is 
wholly owned, obtains no separate profit, is 
subject to the complete control of the par- 
ent, and does not even collect on customers’ 
invoices. To rule that the subsidiary corpora- 
tion is engaged in intrastate commerce, over- 
looking the interstate nature of the parent’s 
trade, in the court’s opinion would destroy 
the power of the Sherman Act. 


3. Also noted: 


(a) Rothbaum v. R. H. Macy and Com- 
pany, CCH 67,256 (Sup. Ct., Queens Co., 
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N. Y., April, 1952), also is concerned with 
the definition of interstate commerce for 
fair trade purposes, but though the circum- 
stances are similar to those in the Hoffman- 
LaRoche case reported above, Judge Pette 
concludes that a sale made in New York 
by a New York manufacturer to a New York 
retailer is intrastate commerce, even though 
both parties to the sale may also engage in 
interstate trade. (The April 11th issue of 
Tide reports that Macy’s intends to appeal 
this decision, p. 19.) 

(b) Cal-Dak v. Sav-on Drugs, Inc., CCH 
§ 67,263 (Dist. Ct. of App., Calif., April, 
1952) affirms a lower court decision (re- 
ported in the April issue of this section) rul- 
ing that a sale by a California manufacturer 
to a California retailer is nevertheless inter- 
state commerce if the manufacturer also sells 
to firms in other states. 


IV. REGULATION OF CHANNELS 
OF DISTRIBUTION 


A. Operating Features of Marketing In- 
stitutions 

1. Brannan v. Stark, 342 U.S. 451 
(March, 1952). 


This decision by the United States Su- 
preme Court tends to remove some of the 
advantages previously accorded milk mar- 
keting cooperatives by an amended market- 
ing order issued by the Secretary of Agricul- 
ture under authority of the Agricultural 
Marketing Agreement Act of 1937. Prior to 
its amendment in 1941 the order had pre- 
scribed payments to milk producers for their 
milk on a “blended” price basis that was 
nominally equal for both members and non- 
members of cooperative associations. Actu- 
ally the payments due co-op members were 
made to their associations which took out 
deductions for expenses and then remitted 
to members. As a result, the price per gal- 
lon received by individual members tended 
to be less than similar receipts obtained by 
non-members. The 1941 amended order pro- 
vided that in the determination of the 
“blended” price (which already took into 
account classes of milk uses and made de- 


ductions for administrative costs, etc.) there 
would also be deductions for payments to 
be made directly to cooperative associations 
in return for “market services performed.” 
These services, consisting chiefly of attempts 
to level out seasonal price fluctuations by 
diverting seasonal fluid milk surpluses to the 
manufacture of dairy products, had been 
carried on for many years by co-ops without 
special remuneration. The effect of the pay- 
ments to the associations and the resulting 
reduction in the “blended” price was to re- 
duce the income of non-member producers 
—in effect, to require them to bear a share 
of the operating costs of the cooperatives. 

The majority of the Court here upheld 
the contention of non-members that the 
amended order discriminated against them. 
The opinion noted that the most important 
services performed by the cooperatives were 
also performed by individual non-members, 
in fact, about 4o per cent of fluid milk sur- 
pluses normally were taken care of by non- 
members, who were not paid for such “serv- 
ices.” Mention was also made of the fact 
that the statute itself listed in great detail 
the kind of deductions that were to be taken 
in determining prices without making refer- 
ence to special payments of this kind. The 
Court concluded that the Secretary had ex- 
ceeded his authority in amending the order 
as he did in 1941. A minority of three justices 
dissented on the grounds that the non-mem- 
bers had been getting a “free ride” because 
the cooperatives’ efforts benefited the whole 
industry and that the Act, as well as the 
history of similar legislation, indicated that 
Congress intended to encourage cooperative 
forms of marketing organization. 


B. Relations Between Buyers and Sellers: 
Exclusive Dealing Arrangements 


1. Motion Picture Advertising Service 
Co., Inc. v. Federal Trade Commission, 194 
F.2d 633 (CCA 5, February, 1952). 


The effect of exclusive dealing arrange- 
ments on the nature of competition has been 
the subject of numerous court actions, but 
the present action seems to be the first in 
which an attempt to distinguish between the 
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effect of long and short term exclusive con- 
tracts has been tested. The petitioner is one 
of the four largest firms which provide adver- 
tising films to motion picture theaters, pay- 
ing the exhibitor to show the films so fur- 
nished. The exhibitor normally is bound by 
contract to deal only with one film service for 
a period of from one to five years. ‘The Fed- 
eral Trade Commission had investigated the 
practices in the industry and concluded that 
the exclusive dealing arrangement was nec- 
essary and even desirable on a one-year 
basis, but decided that contracts for longer 
periods constituted unfair restraints upon 
competition. The circuit court set aside 
the order, declaring that there was not suffi- 
cient proof that the longer contracts were 
unfair. 

In its opinion, the court seemed to take 
the position that any distinction between 
the length of time that contracts of this sort 
may run is of no importance in their effect 
upon competition. From the marketing 
point of view, however, it would seem that 
there may be very valid reasons why some 
distinction should be made between short 
and long term exclusive dealing contracts. 
Relatively short term contracts for exclu- 
sive dealing may be very advantageous both 
to buyers and sellers. They obviously re- 
duce the opportunity for competitors to sell 
to the dealers so bound, but this restriction 
is relatively unimportant if competitors have 
the chance, at reasonable intervals, to per- 
suade dealers to change their patronage. But 
where the terms of the contract bind dealers 
for very long periods of time competitors 
are foreclosed to such a degree that there 
may exist a real and important interference 
with competitive opportunities. The court’s 


unwillingness to consider such a possibility 
is perhaps unfortunate. 


V. REGULATION OF UNFAIR COM- 
PETITION 


C. Trademarks and Trade Names 


1. Landstrom v. Thorpe, 189 F 2d 46 
(CCA 8, May, 1951), cert. den., 342 U.S. 819 
(October, 1951). 


In this decision, apparently the first in- 
volving the damage provision of the Lan- 
ham Act, the court has clearly approved its 
use. Landstrom, one of several producers of 
“Black Hills Gold” jewelry, had registered 
this name as a trademark in the United 
States Patent Office by falsely declaring that 
he was the sole operator entitled to its use. 
He wrote to his customers, many of whom 
were also customers of Thorpe and other 
producers, notifying them that the trade- 
mark was registered and that dealers selling 
products which employed similar marks 
would be prosecuted. The effect on competi- 
tors’ sales can be imagined. Thorpe reacted 
by obtaining cancellation of. the registration 
on the grounds that it had been fraudulently 
obtained and proceeded to sue for damages 
under §§ 1120, 1121, and 1338 (b) of the Lan- 
ham Act. The lower court awarded dam- 
ages, but upon appeal the circuit court 
(approved by the Supreme Court) ruled that 
the method of determining damages was not 
correct. Its reversal of the lower court’s de- 
cision (and remand for a new trial) was 
accompanied by a statement affirming 
Thorpe’s rights and pointing out that this 
was the kind of unfair competition against 
which the Lanham Act was directed. 


— 


iG | 
re 
ns 
1.” 
by 
he 
en 
ut 
ng 
re- 
ers 
ire 
Id 
he a 
m. 
int 
ere 
Ts, 
ur- 
4 
act 
ail 
cen 
fer- 
“he 
der 
ices 
em- 
use 
iole 
the 
hat 
tive 
ers: 
vice 
194 
nge- 
een 
but 
t in 3 
the 


Book Reviews 


Charles J. Dirksen, Editor 
University of Santa Clara 


Abrams, SociAL SURVEYS AND SOCIAL ACTION 


American Institute of Cooperation, AMERICAN COOPERATION, 1951 


Baumol, Economic DYNAMICS 
Brady, THE CiTIzENn’s STAKE IN PRICE CONTROL 


by Irving Roshwalb 
by H. E. Erdman 
by John I. Griffin 
by Glenn N. Merry 


Bridge, PRACTICAL ADVERTISING: TELEVISION SUPPLEMENT AND WorKBOOK...by Robert L. Clewett 
Brown, OPERATING RESULTS OF DEPARTMENT AND SPECIALTY STORE BRANCHES.by John Pagani 


Cady, ECONoMIcs OF BUSINESS ENTERPRISE 
Cole, MEASURES OF BUSINESS CHANGE 
Davis, THE FUNDAMENTALS OF Top MANAGEMENT 


Frederick, COMMERCIAL AIR TRANSPORTATION, 3rd Edition 


Grimley, Co-OpEraTives In NORWAY 
Groesbeck, INVITATION TO ADVERTISING 


Hinterkircher, KONSUMENFINANZIERUNG IN DER SCHWEIZ 
Horn, INTERNATIONAL TRADE PRINCIPLES AND PRACTICES, 3rd Edition 


Jasny, THE Soviet Price SysTEM 
Kaufman and Cone, SUCCESSFUL PRIZE CONTESTS 


Larson and Poteat, SELLING THE UNITED STATES MARKET 


Nicholls, Price POLICIES IN THE CIGARETTE INDUSTRY 
Nicholson, AiR TRANSPORTATION MANAGEMENT 


Penrose, THE ECONOMICS OF THE INTERNATIONAL PATENT SYSTEM 


Wales, CHANGING PERSPECTIVES IN MARKETING 


by Glenn N. Merry 
by R. D. Tousley 
by Cyril O'Donnell 
by David W. Bussell 
by Adlowe L. Larson 
by Wm. L. Doremus 
C. M. Flumiani 
by Roy H. Paynter 
by Robert Bartels 
by Harold M. Haas 
by Franklin W. Gilchrist. . 
by Charles F. Phillips 
by John H. Frederick 
by Wm. F. Brown 104 
by Delbert J. Duncan 105 


Sage, BAsING-PoINnT PricING SysTEMS UNDER THE FEDERAL ANTITRUsT LAws...by Charles L. Hamman... 106 
Smart and Arnold, PrActicAL RULES FOR GRAPHIC PRESENTATION OF Busi- 


SOCIAL SURVEYS AND SocIAL AcTION, by Mark 
Abrams. (London: William Heinemann, 
Ltd., 1951. Pp. 153. 8s. 6d.) 

The aim of this excellent monograph is 
to demonstrate that the “invention of the so- 
cial survey had to await the emergence of 
. . . these conditions—a readiness to pro- 
mote the material welfare of all members of 
society, an outlook which regarded social af- 
fairs as being susceptible to human control, 
and a relatively widespread skill in the quan- 
titative assessment of social cause and ef- 
fect.” The author has accomplished this in 
a brief, well-written volume. 

The book contains a great deal of material 
of interest and value. Because the book was 
designed for the layman, much of its utility 
is to be found in the chapter entitled, “Por- 
trait of a Survey,” which is the case history 
of the survey of working and living condi- 
tions in Birmingham, England, carried out 
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by Richard D. Roberts.... 107 
by Arthur Kroeger 108 


in 1937 and 1938. Avoiding the usual three- 
sentence description of: this is the problem; 
here is the questionnaire; here is the sam- 
ple—Mr. Abrams gives the reader a complete 
picture from the growth of the problem over 
a century and a quarter, through the specific 
problems to be covered by the survey, the 
techniques used, to a summary of the find- 
ings of the survey and the application of 
these findings by the survey’s sponsors. 
There is much more of general interest in 
this work: a description of social surveys 
and market and public opinion research in 
the United States and Great Britain with 
emphasis on the differences between the two 
countries; a critical survey of the techniques 
of Mass-O bservation, a group which has been 
operating in England since 1937 with a set 
of highly subjective techniques; the posi- 
tion of social surveys—market research and 
experiments with temporary uncontrolled 
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markets—in the Welfare State; finally, there 
is an indication by the author of the poten- 
tial value of the social survey to the Welfare 
State, for example, to determine a set of in- 
centives to substitute for the Economic in- 
centives that have been removed by the in- 
troduction of the fiscal and employment 
policies of the Welfare State. 

The short time required to read “Social 
Surveys and Social Action” must be con- 
sidered well-invested whether the reader is 
an “expert” in survey work or merely a be- 
ginner. 

IRVING ROSHWALB 
Opinion Research Corporation 


AMERICAN COOPERATION 1951, by American 
Institute of Cooperation. (Washington: 
American Institute of Cooperation, 1951. 
Pp. 977- No price given.) 

In 1925, the American Institute of Coop- 
eration held its first annual conference at 
the University of Philadelphia. The confer- 
ence was an ambitious one. It ran for about 
ten days with two and often three sessions 
each day. The proceedings were published 
in two volumes totaling some 1,400 pages, 
entitled American Cooperation 1925. The 
same name, with only the numeral changed, 
has been used for the proceedings of subse- 
quent annual sessions, omitting only the 
war years which are represented by a group 
of contributed papers as American Coopera- 
tion 1942 to 1945. The present volume cov- 
ers the conference held at Utah State Agri- 
cultural College in the summer of 1951. 

Like the earlier issues, American Coopera- 
tion, 1951, is made up mainly of prepared 
papers with some reported discussion. The 
discussions are reported more briefly than 
was done formerly, and in those cases where 
the reviewer is in position to judge, are 
not well done. 

The topics were, as usual, selected by a 
program committee made up of a group of 
persons representative of a variety of coop- 
eratives. Presumably, therefore, the topics 
cover problems or issues this group con- 
sidered significant. The main subheadings 
covered are: cooperative philosophy; bar- 
gaining associations; cooperative education; 


cotton and oil seeds; dairy marketing; eco- 
nomic research; farm supplies; feed produc- 
tion and distribution; financing; fruit and 
vegetable marketing; grain marketing; legal 
and accounting problems; livestock market- 
ing; membership education; merchandising; 
personnel problems; petroleum products; 
poultry marketing; rural electric coopera- 
tives; wool marketing; youth and coopera- 
tives; extension education workshop; leader- 
ship training conference; state council work- 
shop. 

Most of the above section titles represent 
half-day programs of two to four papers. A 
typical half-day program was that on “Bar- 
gaining Associations” (pp. 181-200). Papers 
were presented by an Ohio county agricul- 
tural agent, by the president of the Utah 
State Canning Crops Association, by the 
manager of the California Canning Peach 
Association, and by the president of the 
Idaho Beet Growers Association. The papers 
dealt mainly with procedures, problems, and 
accomplishments of the several groups repre- 
sented. 

Of more than passing interest is the sec- 
tion of 173 pages (pp. 635-808) consisting 
mostly of talks by a group of perhaps two 
dozen boys and girls of high school age or 
just beyond from twenty-three states. These 
papers are interesting mainly for the interest 
in cooperation which these young folks dis- 
play rather than for their content. 

On the whole, the papers in this volume 
are well written, though the quality varies 
considerably. A few are stenographic tran- 
scripts of extemporaneous talks. For persons 
interested in keeping informed on the co- 
operative movement among farmers in the 
United States this book gives a good cross- 
section of current thought on the subject 
among participants. 

H. E. ERDMAN 
University of California 


Economic Dynamics, by William J. Bau- 
mol. (New York: The Macmillan Com- 
pany, 1951. Pp. 262. $5.00.) 

This study in economic theory is largely 
based upon a series of lectures delivered by 
the author at the London School of Econom- 
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ics in 1947-1949. It is divided into three 
parts: the magnificent dynamics, statics in- 
volving time, and process analysis. The ma- 
terial consists of economic analysis of a 
fundamental character and specific mathe- 
matical methods useful for dynamic analy- 
sis. There is a chapter on simple differential- 
equation systems, an appendix giving 
examples of the solution of higher order 
systems and a note on functionals. A short 
reading list and answers to the mathematical 
problems complete this interesting book. 

The author has made a valuable contribu- 
tion to the area of economic dynamics, that 
is, to economic problems where “the time 
axis is not abstracted.” It is recognized that 
many of the arguments presented are some- 
what technical and complicated. This diffi- 
culty is not due to the employment of mathe- 
matics per se but is a necessary consequence 
of the complexity of economics. Perhaps the 
complexity of dynamic analysis has had a 
good deal to do with the small number of 
publications dealing exclusively with this 
field. Certainly no reader without a better 
than average groundirg in economic analy- 
sis will feel at home with Professor Baumol’s 
work. 

The older dynamic systems are reviewed 
including the classical approach and that of 
Marx. The Marxian system is described as 
the most recent attempt to construct a com- 
prehensive historical dynamic theory. With 
the exception of the work of Schumpeter, 
there have been few significant contribu- 
tions since the marginal revolution of the 
1870 period. Mr. Harrod has recently taken 
the first step toward the revival of what the 
author quite aptly calls “the magnificent dy- 
namics.” The “magnificence” is in the com- 
prehensive and daring approach as com- 
pared with the limited and timid character 
of most recent economic analysis. 

Attention is given to the factors determin- 
ing the equilibrium of the firm. Investment 
decisions are of their very nature dynamic 
decisions, since the time dimension is pres- 
ent. From a consideration of the firm at a 
moment of time the analysis moves to the 
economy as a whole, made up as it is of many 


firms. An interesting appendix to chapter 5, 
deals with uncertainty and the equilibrium 
of the firm. Building upon familiar analysis, 
it is shown that the existence of uncertainty 
will cause the level of investment to be such 
that there will be a considerable flexibility 
in production and the quality as well as the 
quantity of investment will be influenced by 
the uncertainty present. 

The question of price flexibility and the 
equilibrium of the economy as a whole is 
approached by means of comparative stat- 
ics, that is, by examining the situation 
before and after a given change without de- 
voting particular attention to the process 
whereby the change is brought about. This 
involves in effect the comparison of two or 
more points in time, regarding each point as 
though it were “static” rather than merely 
an intermediate point between the previous 
and subsequent positions in time. It is as- 
sumed that there will be price flexibility 
when sellers are unable to sell as much as 
they would like at current prices. The ab- 
sence of rigid prices is assumed and perfect 
competition is taken to be the market condi- 
tion. Walras’ law and Says’ law are ex- 
amined. The conclusion is reached that 
whether or not price flexibility will remove 
an excess supply of a commodity will depend 
upon how a general decline in prices acts 
upon the real excess demand for money. The 
decline in price of a commodity in excess 
supply will tend to result in a proportionate 
decline in other prices when there is an ex- 
cess demand for cash. If there is price flexi- 
bility in general and excess supplies of com- 
modities, the general price level will tend to 
fall unless there is a positive monetary effect. 
Keynes had in mind the consequences of a 
zero or negative monetary effect when he ar- 
gued that the continued reduction of money 
wages by unemployed workers might drive 
prices down to zero without producing the 
effect of decreasing the volume of unemploy- 
ment. 

In the section of the book dealing with dy- 
namics, comparative statics and the stability 
of static equilibrium, the method employed 
is to consider a situation of static equilib- 
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rium and then to note the effects of a “once 
and for all” change in one or more of the 
conditions determining that equilibrium. 
This involves the establishment of a new 
equilibrium position. The cobweb theorum 
is carefully examined as a familiar example 
of this type of point to point change, or suc- 
cessive equilibria. The stability of a static 
equilibrium situation, as in the cobweb anal- 
ysis, is seen to depend upon dynamic consid- 
erations. The influence of speed of reaction 
to changes in relevant factors is pointed out. 
Equilibrium may be considered to be stable 
if small departures from it will be elimi- 
nated by automatic adjustment in the calcu- 
lable future. An analysis making use of the 
method of comparative statics will not be 
successful unless the problem has been sub- 
jected to some type of dynamic analysis. 

Part three of the book deals with process 
analysis. This involves dealing with the 
amount used and sold during a period of 
time rather than with a rate of flow at a 
point of time. It is possible to build a step by 
step analysis of economic change through 
time by this means. A time period can be 
divided so that events of any part of the 
period can be explained by reference to the 
events of the previous portion of the period. 
The ex ante-ex post approach is familiar to 
most economists. 

Dynamic models are discussed, including 
simple first-order systems, as well as second- 
order systems. The last chapter in the book 
deals with simple differential-equation sys- 
tems. Here the author warns that a knowl- 
edge of differential calculus is necessary. By 
thinking of the derivative in terms of the 
marginal analysis it may, however, be pos- 
sible to work through this section. Doing so 
is a real help in the intelligent reading of 
many recently published papers in economic 
analysis. 

The purpose of this book is not direct ap- 
plication to problems in economic behavior 
or marketing. It is an important exercise in 
fundamental analysis. 

Joun I. GriFFIN 
The City College of New York 


THE CiTizEn’s STAKE IN PRICE CONTROL, by 
Robert A. Brady. (Patterson: Littlefield, 
Adams and Company, 1952. Pp. 161. 
$2.00.) 


No student of price control can read this 
book without gaining a sense of regard for 
its scholarship, wide range of knowledge, 
zeal for truth and for honor in Government, 
and well-oriented understanding of the im- 
pact of inflation and depression on our citi- 
zenry, both nationally and internationally. 
Dr. Brady was a member of the O.P.A. and 
its predecessor, the N.R.A. Therefore, many 
of his activities have been associated with 
consumer interests and economic planning 
in government and, as a result, has a wealth 
of experience out of which to formulate the 
thesis of the citizen’s stake in price control. 

The reasoning assumes a minimum of 
data and of principles; it is remarkably fac- 
tual, even to the degree of going a bit far 
afield at times with less relevant evidence to 
prevent the accusation that the author might 
not be specific in his thinking. Depth of con- 
viction about the inadequate understanding 
of current efforts over the control of infla- 
tion with the pending direful consequences, 
give cause for this urge to be specific. 

He argues in a minimum of words, with 
carefully outlined points, that the current 
effort through O.P.S. is a wholly erroneous 
approach and type of solution to the imme- 
diate problems of controlling prices in the 
economy; and that the,methods now in use 
are seriously threatening this country’s fu- 
ture and are creating an international mal- 
adjustment. 

The “citizen’s stake in price control” is 
comprised of the need of the citizen to un- 
derstand what is going on and to see that 
something right is done about the situation. 
An understanding exists in appreciating 
that “indirect monetary and fiscal controls” 
must be supplemented concurrently by “di- 
rect controls over prices and supplies of 
goods for specific purposes, civilian and de- 
fense alike.” (p. 16) 

It is pointed out that “current price con- 
trol is not anti- but pro-inflationary. . - . 
Price ceilings have become price goals! Law 
and policy consolidating this travesty should 
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be drastically altered in the following ways: 

“1. Price and production controls should 
be viewed as, in effect, so inextricably bound 
together that one cannot live or thrive with- 
out the other. . . . Every price has a pro- 
duction effect, and every bit of production 
has a price effect. . . . The person engaged 
in one should sit in the same office with the 
person charged with control over the other. 
. . » When controlled, they should be al- 
ways and everywhere controlled together. 

“g. In this setting, indirect and direct price 
controls should be looked upon as generally 
complementary to each other. Top com- 
mand in price control should contain repre- 
sentatives authorized to act for all the agen- 
cies in the government whose functions 
relate to either direct or indirect controls, 
and that the central authority over price con- 
trol must be able to compel them to act once 
(after) full and free discussion has taken 
place. 

“g. Direct price controls, viewed as com- 
ponents of some such overall price control 
program, . . . should . . . embrace the fol- 
lowing features: (a) All prices should be 
linked to accurate and informative quality 
and quantity identifying standards, grades 
and specifications . . . (b) Whenever im- 
portant cost-of-living items are in scarce sup- 
ply, O.P.S. should have power to direct pro- 
duction into high-quality, low-cost lines, and 
away from luxury, high-priced, and low-util- 
ity lines. (c) Percentage margin-type control 
should be scrapped in its entirety . . . (d) 
No price should be set at a ceiling level 
above costs without reference to the reason- 
ableness of costs . . . (e) If the items subject 
to price control are both severely in short 
supply and figure heavily in the standards of 
living of the bulk of the population, they 
should be subject to either or both rationing 
and subsidy. (f) Specifically this would mean 
the elimination, along with percentage mar- 
gins, of both parity pricing of agricultural 
products and the wage-to-cost-of-living for- 
mula for labor. 

“4. Consumer organization and participa- 
tion in price control. The consumer interest, 
which in a period of this sort is the public 
interest by definition, could easily gain the 


support of the unorganized general public, 
of organized labor, of most farmers, and 
practically all small business whenever price 
administration is placed in the hands of a 
clearly consumer-minded authority.” (pp. 
146-49) 

A reviewer should pause before attempt- 
ing any critical evaluation of so sincere and 
sound a presentation. Only pleasure comes 
from listening to a “voice of experience.” 
The outstanding defect of the book may be 
its utter lack of recognition that in our econ- 
omy politics always have played a part in 
controls by government officials. The author 
assumes the possibility of eliminating pres- 
sure groups and gives little recognition to 
the fact that the consumer is also a producer 
of goods or services. Because of the dual posi- 
tion which the. consumer holds, it makes it 
difficult for the price control administrator 
to attract an adequate popular support for 
such a program. 

During World War IL, this reviewer spent 
altogether too much time in Washington, 
D. C., as a suppliant to the O.P.A., in con- 
nection with increases in prices for coal 
mines’ products. Ignorance, indifference, un- 
derstaffed departments of the O.P.A. and 
about all other thinkable reasons stretched 
one delay into many. Finally, adequate 
prices were obtained on the basis of costs, 
but not until low prices had nearly created 
bankruptcy. Which is better, a percentage 
mark-up that will prevent losses, or the po- 
tential or actual delays of Dr. Brady’s recom- 
mended conferential approach which may 
result in financial hardships being placed on 
many firms? 

To the marketing specialist, this book pre- 
sents a challenge. Marketing people should 
know more about pricing than mere com- 
pany policies concerned with the pricing of 
an isolated single line of products. 

GLENN N. MERRY 
New York University 


PRACTICAL ADVERTISING: TELEVISION SUPPLE- 
MENT AND WoRKBOOK, by Harry P. Bridge. 
(New York: Rinehart and Company, Inc., 
1951. Pp. 70. $1.50.) 

This supplement to the author’s book, 
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Practical Advertising (reviewed in the Jour- 
nal of Marketing, Vol. XIV, October 1949, 
p- 488), is intended to keep those currently 
using the book abreast of recent develop- 
ments in television as an advertising me- 
dium. In addition to the television material 
it contains a number of teaching aids and 
related lesson assignments. In the author’s 
words, “As in the book, Practical Advertis- 
ing, all efforts have been directed toward 
equipping the student with an actual work- 
ing knowledge of every phase of the subject.” 

The first section, entitled “Television Up 
To Date,” is introduced as “A resumé of the 
newer methods, procedures, problems, and 
advertising opportunities in this fast ex- 
panding field.” The subjects treated in fif- 
teen pages of text include trends in televi- 
sion programs, program popularity ratings, 
programs for the small advertiser, television 
commercials, special effects, video copy sug- 
gestions, television stations and rates, color 
television, and television problems and criti- 
cisms. The textual material is followed by a 
fourteen-page section showing examples of 
television commercials which includes five 
pages of photographs, a five-page scenario, 
and four pages showing a storyboard and 
film script. 

The balance of the supplement, approxi- 
mately forty numbered pages, is devoted to 
teaching aids and related lesson-assignment 
material. The most important sections in- 
clude “A Typical Advertising Problem In- 
volving a Small Budget,” which is a case 
history consisting of four pages of text and 
ten pages of advertisements; and “Planning, 
Layout, and Copy Problem,” concerned with 
an electric water-heater, and includes two 
pages of textual material and six pages de- 
voted to examples of advertisements. Seven 
additional sections, each averaging less than 
two pages in length, have also been included. 

Those now using Practical Advertising 
will welcome this supplement, for the tele- 
vision section is a well-balanced introduc- 
tory treatment of the important aspects of 
television as an advertising medium. The 
manner of presentation will be especially 
helpful in introducing television as a me- 
dium to students whose attention is directed 


toward a working knowledge of the subject. 
The two problems described above will also 
be helpful to students in coming to grips 
with the details of actual advertising prob- 
lems. 

Rosert L. CLEWETT 
Montana State University 


OPERATING RESULTS OF DEPARTMENT AND 
SPECIALTY STORE BRANCHES, by Milton P. 
Brown. (Boston: Harvard University, Di- 
vision of Research, 1952. Pp. 70. $2.50.) 
The author feels that the growth of 

branches has been the most singular devel- 

opment of the last twenty five years in the 
department and specialty store field. Yet, in 
all this time “no comprehensive studies of 
the operating figures have been published.” 

Accordingly, this Bulletin is designed to pro- 

vide such information. 

By means of questionnaires, an apparently 
fair sample of department and specialty 
stores with branch operations were circular- 
ized and operating information for the years 
1948, 1949, and 1950 obtained. The data are 
grouped and summarized in four sections. 
Part I compares department and specialty 
store operations in 1950 in the usual man- 
ner; that is, profit and loss, merchandising, 
transactions, sales, space, and other data are 
treated in several elaborate tables. Part II 
analyzes trends (1948-1950) in operating re- 
sults using the same essential breakdown as 
found in Part I. In Part III operating re- 
sults are further classified by volume of sales 
for 1950. Part IV attempts to interpret the 
effect of location (as determined in relation 
to trading area of the main store) on branch 
store operations. 

The study concludes with “a summary of 
the significant findings” (pp. 49-53). These 
are presented under the headings of sales, 
gross margin, expense, and “profit.” In the 
final paragraphs the author makes some im- 
portant observations about the place of 
branches in department and specialty store 
merchandising. These observations concern 
themselves with: (a) that “branches are not 
a guarantee of greater profits”; and (b) that 
branch development could conceivably 
create excess store capacity. 
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Readers of this Bulletin will find it similar 
in scope, content, and competence to the 
studies of the Harvard Business School on 
Operating Results of Department and Spe- 
ctalty Stores. 

JOHN 
University of Utah 


ECONOMICS OF BUSINESS ENTERPRISE, by 
George J. Cady. (New York: Ronald Press, 
Inc., 1950. Pp. 444. No price given.) 

Here is a book by a well-oriented econo 
mist which is of unusual value to the market- 
ing teacher or sales manager who is seeking 
a better understanding about what may be 
termed, a theory for marketing. This re- 
viewer discovered it in an attempt to cover 
all recent literature available for a bibliogra- 
phy later published by the National Sales 
Executives, Inc. Strange, it may seem to 
some, that an economist should begin a book 
with this plank in his platform: “The indi- 
vidual firm provides a convenient and logi- 
cal starting point” (p. 3). Then, later, ““The 
U-shaped individual firm cost-curve devel- 
oped in Chapter 2 has rightly become a basic 
tool of economic analysis” (p. 38). Elsewhere 
in the book, economic theory is tied to com- 
panies, “to firms.” 

In no sense is the book a treatise on mar- 
keting as a sales tool, but it is a treatise in 
“Part II, The Firm as a Seller,” on the over- 
all reasoning about major sales policies that 
can be, and should be interpreted from the 
viewpoint of the economists (pp. 75-18). 
But all the earlier 74 pages contain much 
that is helpful to the sales manager who 
wants a more firm foundation on which to 
build his philosophy of marketing policies. 

Even the definition of economics has merit 
to the marketer: “The study of a relation- 
ship between man and physical environ- 
ment hospitable enough to make life possi- 
ble, but not quite hospitable enough to 
make it automatic or easy. Nature, especially 
unaided nature, does not set a lavish table. 
Economic life is a coming to terms with this 
environment as the price of individual and 
group survival” (p. 7). Such a concept is 
basic in that it challenges the sales manager 
to meet his problems in selling always with 


a seriousness related to survival. Blatant em- 
phasis is unnecessary, but an analysis of 
many sales arguments and much advertising 
copy, set over against such a philosophy, 
makes them seem insipid and explains some 
of the deficiencies in marketing. Obviously, 
degrees of emphasis exist in supporting this 
concept; but strength exists, also in its viril- 
ity. 

The book abounds in italicised generaliza- 
tions out of which the reasoning sales man- 
ager and teacher of marketing may construct 
helpful objectives for marketing. These may 
not be sufficiently established and mature, 
in marketing, to be termed principles; but 
certainly, they may be rated as full generali- 
zations. Special reference should be made to 
the generalizations actually called “princi- 
ples” by the author, set forth on pages 414- 
429. 

Only the first two Parts, pages 1-177, are of 
specific stimulus to the thinking of the spe- 
cialist in marketing theory and deeper un- 
derstandings. Most of the remainder of the 
book is economics, excellently stated in the 
opinion of this reviewer, but about which he 
has no professional status for comment. 

GLENN N. MERRY 
New York University 


MEASURES OF BUSINESS CHANGE, by Arthur H. 
Cole. (Chicago: Richard D. Irwin, Inc., 
1952. Pp. 444- $7-50-) 

Although there are significant differences 
in scope, Measures of Business Change might 
best be described as a successor volume to 
Index to Business Indices (1937) by Donald 
H. Davenport and Frances V. Scott. The 
present volume, like its predecessor, makes 
available to research workers a compilation 
of many business indices. 

A total of 449 measures of business change 
are listed in the volume. For each measure, 
the following information is given: the com- 
piler, frequency of current publication, lo- 
cation of current data, location of historical 
data, and a brief description of the series. 
No effort has been made to evaluate the 
worth of a particular measure or its statisti- 
cal merits or weaknesses. A feature of the 
compilation is the substantial coverage of 
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regional data, the space devoted to regional 
measures being approximately equal to that 
devoted to national series. 

National measures of change have been 
grouped under five headings: volume of 
business (74 pp.), commodity prices (57 pp.), 
construction cost’ (13 pp.), employment (14 
pp-), and finance (82 pp.). In general the 
emphasis is upon the “index” type of meas- 
ure, including percentages of aggregates. 
However, some series have been included 
which have not been subjected to statistical 
manipulation. These are highly selected as 
compared with the indices, which are pre- 
sumed to be virtually all inclusive. On the 
whole, greater emphasis has been given to 
private series than to governmental items. 
No attempt is made to include foreign indi- 
cators of business change. 

The value of the volume as a reference 
work is enhanced substantially by its own 
comprehensive indexing. All indices are 
listed at the beginning of the book in the 
order of their presentation. Immediately 
following are a reference list of basic sources 
and an alphabetical list of compilers with 
addresses. At the end of the volume, there 
is a detailed standard index of 42 pages. 

R. D. TousLry 
State College of Washington 


THE FUNDAMENTALS OF Top MANAGEMENT, 
by Ralph Currier Davis. (New York: Har- 
per and Brothers, 1951. Pp. 825. $6.00.) 
The author states in his Preface that his 

purpose “. . . is to present a fundamental 
statement of business objectives, policies, 
and general methods that govern the solu- 
tion of basic business problems.” His book 
does much more. It is a text in the new field 
of the theory of business management and as 
such it takes its place along side the other 
three texts, viz., Petersen and Plowman’s 
Business Organization and Management, 
Newman’s Business Policies and Manage- 
ment and his recent Administrative Action, 
and Goetz’ Management Planning and Con- 
trol. (Other books with somewhat similar 
titles are much too narrow in content to be 
placed in the category of a general manage- 
ment text.) 


The author is to be complimented upon 
seeing the basic need for an acceptable 
theory of management. This insight is rare 
in university circles. Indeed, it may be said 
that academic men are far behind business 
men in their understanding of the impor- 
tance of management theory. The Funda- 
mentals of Top Management has the breadth 
of conception that the subject demands. 

Professor Davis has arranged the contents 
of his book in a manner that can be confus- 
ing. The first chapter, largely introductory 
in content, is followed by one on standards 
and standardization. This material is logi- 
cally related to the executive function of 
control, and as such it should immediately 
precede chapters 17, 18, and 19. The mate- 
rial on planning is located in chapters 3, 4, 
6, and 20. The information in chapters 5, 
15, and 16 relates to staffing. But the work 
on organization is dealt with consecutively 
in chapters 7 to 14 inclusive. 

The author conceives the managerial 
functions to be planning, organization, con- 
trol, and direction. Direction seems to be a 
“second class” activity both because it is per- 
formed by “operative management” and be- 
cause it devolves from the planning, or- 
ganizing, and controlling activities which 
are performed by “administrative manage- 
ment” (pp. 14 and 160-165). The author ad- 
mits that the distinction between these types 
of management is difficult to make but sug- 
gests that, “. . . Administrative executive 
jobs are those in which more than 50 per 
cent of the executive’s time is spent in per- 
forming functions of administrative man- 
agement” (p. 163). Do these distinctions 
make sense? 

A somewhat difficult problem is posed for 
the reviewer who now turns to the material 
included in the chapters on the executive 
functions. A first reaction is that a great 
deal of subject matter is omitted. But this 
is not technically true for the right words are 
used. It is not difficult to find the terms “di- 
rectors, “selection and training,” “commit- 
tee,” “forecasting,” etc. Perhaps the basic 
trouble is that this reader is disappointed 
because the material which he expected to 
find under such terms is merely summarized 
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in a phrase or a paragraph. For instance, the 
board of directors receives two paragraphs 
(pp. 163-4), and the methods of executive 
selection are dealt with on page 496. 

It is for this reason that there is a striking 
unbalance in the space devoted to the vari- 
ous phases of the several executive functions. 
Of four chapters devoted to planning, why 
should one be reserved for a discussion of 
procedures? And why should the four chap- 
ters on control be blighted by the undue 
weight given to what the author calls (p. 
647) the “eight control functions,” namely, 
routine planning, scheduling, preparation, 
dispatching, direction, supervision, compari- 
son, and corrective action? Surely produc- 
tion control is only one aspect of “. . . con- 
straining and regulating activities that enter 
into the accomplishment of an objective” 
(p- 663). 

Another factor that makes the reviewer 
somewhat uneasy as he peruses this book 
is the extraordinary number of citations 
made of material that appeared upwards of 
twenty years ago. For instance, in dealing 
with leadership (pp. 127-152) eleven refer- 
ences were made to sources appearing before 
1938 and only four were made to more re- 
cent material. Knowledge in this field has 
been rapidly expanded and deepened dur- 
ing the last few years, mainly as a result of 
the work being carried on at the universities 
of California at Los Angeles, Michigan, and 
' Ohio State. This experimental work has 
already outdated the earlier writing. 

Further evidence of the serious omission 
of pertinent literature may be cited from the 
bibliography at the end of the book. This 
listing fails to mention such “idea men” as 
Goetz, Newman, Gordon, Towl, White- 
head, Baker, Copeland, and Learned. 

In view of these two errors of omission 
little can be gained by reporting the mate- 
rial on the executive functions. From an 
over-all viewpoint the subject matter which 
is included is useful even though it is spotty 
and dated. The charts which are drawn 
generally from unmeasurable data should be 
very helpful to students in understanding 
the concepts to which they relate. They re- 
flect a high degree of ingenuity. 


But one point surely should be reported. 
Professor Davis has an interesting time deny- 
ing that the objective of business enterprise 
is profit-making. On numerous occasions he 
repeats that the objective is to produce “val- 
ues,” “services,” or both. These_are classified 
(pp. 96-106) as primary service objectives. 

It is also confusing to deal at the same time 
with the enterprise objective and the in- 
ternal targets established by planning. Pro- 
fessor Davis refuses to see that the sale of 
goods and services is the means by which an 
enterprise hopes to make a profit. 

This review would be incomplete with- 
out a comment upon the author’s style. His 
writing is marked by numerous short, sin- 
gle-clause, consecutive sentences. There is 
a place for this technique, of course, but 
when a more complicated sentence struc- 
ture is largely foresworn the style becomes 
jerky. 

Cyrit O'DONNELL 
University of California 
Los Angeles 


COMMERCIAL AIR TRANSPORTATION, 3rd Edi- 
tion, by John H. Frederick. (Chicago: 
Richard D. Irwin, Inc., 1951. Pp. 473. 
$6.65.) 

This revised edition of a well-known book 
is of interest to anyone concerned with the 
study or use of passenger transportation in 
business or the physical distribution of high- 
value goods. 

The first four chapters describe the air- 
craft, airports, carriers, and regulatory agen- 
cies of commercial air transportation in and 
for the United States. A summary of eco- 
nomics of the industry is next, followed by 
four chapters on regulatory policies. Safety, 
airline organization, and financing airlines 
are the subjects of chapters. Airline sales 
problems are thoroughly discussed in two 
chapters, “Airline Passenger Traffic Devel- 
opment” and “Air Cargo Development.” 
Management problems and methods of ren- 
dering services for passengers and shippers 
are explained in separate chapters, and the 
final chapter is on “Airline Public Rela- 
tions.” 
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Among the book’s major virtues are the 
following: 


1. Professor Frederick’s thorough and var- 
ied personal research has permitted him to 
emphasize fundamental principles and con- 
clusions, and he has stated them briefly and 
clearly. 

2. Good documentation and a seven-page 
“Bibliographical Note” guide readers of all 
levels to appropriate sources of further in- 
formation. This virtue should solve the 
problem of the teacher who would prefer a 
longer text. 

3. As indicated in the preface, the author 
makes “certain predictions as to future de- 
velopments” in a way which gives a dynamic 
flavor to the work. Some readers may feel 
that this quality is too strong at times when 
the simple future tense is used without quali- 
fication (as on p. 167). 

4. The author is objective in his analysis 
and in his predictions. This objectivity may 
seem to an airsick passenger to be less than 
perfect (possible physical discomfort is not 
recognized as one of the “sales resistances to 
be overcome” which are discussed on pp. 
310 and 311). But it is important that the au- 
thor’s welcome enthusiasm for air transpor- 
tation does not lead him to agree with some 
of the exaggerated but “authoritative” 
claims and predictions he cites. The discus- 
sion of air cargo is an especially clear exam- 
ple of this point. . 

5. Numerous pictures and statistical 
charts and tables increase reader interest 
and conserve reader time. 

6. Discussion questions and several ap- 
pendices increase the usefulness of the work 
as a textbook. 


Sales managers and general marketing 
people who read the book will find it par- 
ticularly useful in understanding the poten- 
tial place of air transportation in our mar- 
keting structure. Personnel of the air trans- 
portation industry and all traffic men and 
other specialized students of transportation 
should regard the book as “must” reading. 


Davin W. BussELL 
The Ohio State University 


Co-OPERATIVES IN Norway, by O. B. Grim- 
ley. (Oslo, Norway: The Co-operative Un- 
ion and Wholesale Society, 1950. Pp. 178. 
No price given.) 

This short book is primarily a descrip- 
tion of cooperation in Norway—purchasing, 
selling, housing, and credit. The author is 
thoroughly sold on its accomplishments and 
possibilities. 

In the series of discussions of many specific 
cooperatives he describes briefly their his- 
tory, size of business, organizational struc- 
ture, operational procedures, and their 
shortcomings and benefits. He seems to be 
concerned first with benefits or gains to so- 
ciety but he is always aware of the difficult 
problems which may fall to some groups. 

Grimley sees the gains to Norway from 
cooperatives as many and great. Directly it 
has improved the purchasing and bargaining 
power of large groups in the country. Their 
importance is indicated by the fact that agri- 
cultural purchasing cooperatives account for 
50 to 60 per cent of the trade, consumers’ co- 
operatives 16 per cent, agricultural selling 
cooperatives 70 to 75 per cent, and housing 
cooperatives 25 per cent. 

Generally the cooperatives are granted 
more power by the government in Norway 
than is true in this country. In many cases 
agricultural and fishing selling cooperatives 
have control of the sale of all of the product 
marketed. For example, fisherman market- 
ing societies have the right to control the 
first-hand sale of fish—to fix price (pp. 140- 
141). Milk pools also can fix price quotations 
and place marketing regulations into effect 
(P- 50). 

To the reader wanting to learn something 
about cooperation, this book will be helpful. 
It is mainly descriptive, and not analytical. 
ApLoweE L. Larson 


Oklahoma Agricultural and 
Mechanical College 


INVITATION TO ADVERTISING, by Kenneth 
Groesbeck. (New York: Simon and Schus- 
ter, Inc., 1951. Pp. 392. $3.50.) 

Here is an informal lecture on advertis- 
ing. It is given by an old hand in the busi- 
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ness, by one who knows his way around. As 
you read the book, you have the feeling that 
the incisive and personable Kenneth Groes- 
beck is addressing you from a platform. Not 
from a university classroom platform but 
rather from the rostrum of a public audi- 
torium. There is a difference. It is the differ- 
ence which distinguishes the critical analyti- 
cal treatment usually given in the classroom 
from the pleasant expository, popular and 
inspirational treatment usually given from 
the lecture platform. 

As you read the Invitation it is easy to 
note that Mr. Groesbeck is a happy combina- 
tion of writer and businessman. The book 
carries the stamp of the trained writer and 
the professional advertising executive. Mr. 
Groesbeck has been an officer in several ad- 
vertising agencies and associations. He is 
well known in the field. 

Although the table of contents lists twenty- 
three chapters there are actually twenty-two 
chapters of material (pages 3-271). The 
twenty-third chapter, which incidentally oc- 
cupies 25 per cent of the entire book (pages 
272-363), is made up of thirty advertise- 
ments. Score sheets are furnished upon 
which the reader may make a critical ap- 
praisal of these advertisements. Later in the 
chapter, the author makes his appraisal of 
each advertisement on a similar critique 
sheet. This was done to give “some practice 
in evaluating the component parts of vari- 
ous advertisements.” It should be of value 
to the reader. 

The main body of the book is made up of 
chapters that carry homespun and engag- 
ing titles such as: What is This Miracle 
Worker, When to Shoot the Works, The Pay 
Off, Just Where Do You Think You're Go- 
ing, Those Peculiar Foreigners. Dispersed 
through these chapters are many examples 
of advertising and marketing devices as they 
are practiced on the firing line. A half-page 
advertisement on an alarm clock in the Sat- 
urday Evening Post (p. 12), the story of a 
million-dollar mistake (p. 76), an actual 
selling and advertising operation (p. 223) 
an “Win 10,000 Dollars!” (p. 256) are ex- 
amples. 

Although this reviewer regards them as 


helpful some may find that the rather fre- 
quent use of check lists tends toward the suc- 
cinct in places where essay treatment seems 
more desirable. 

The author apparently feels that he has 
devoted quite a bit of space to media. “Three 
whole chapters have been given to media,—.” 
p- 136. However, in a book on general ad- 
vertising containing a total of 392 pages, 
more than seven pages should be devoted to 
magazines (especially when two pages are 
taken up by check lists). Less than five pages 
are given on a discussion of newspapers, 
three pages to TV, one page to car cards and 
barely two pages to outdoor advertising. 

There may be some question about bal- 
ance too. For instance, one page is devoted 
to illustrations while nine times that space 
is given over to headlines. Layout receives 
only two pages and in its discussion no lay- 
outs are shown! There is also no space de- 
voted to advertising production. Probably 
this is the greatest single weakness in the 
book. 

Apart from the exceptions noted above, 
this book goes far toward doing what its title 
claims; it furnishes the reader with an invita- 
tion to advertising. It is a most engaging and 
well-written inspirational lecture on adver- 
tising. 

Should it be recommended as a college 
text? No. Should it be recommended as col- 
lateral reading or better yet, as an invita- 
tion to advertising? Yes. 

WILLIAM L. DorEMus 
New York University 


KONSUMENFINANZIERUNG IN DER SCHWEIZ, by 
Heinz Hinterkircher. (Zurich: Verlag 
Schulthess & Co., A.G., 1951. Pp. 224. Swiss 
Francs 10.00.) 

The University of Zurich in Switzerland 
follows the praiseworthy practice of holding 
a seminar every year on certain phases of 
economics. These seminars—or conferences— 
were inaugurated in 1908 by Prof. G. Bach- 
mann. In 1951, the conference was under the 
direction of Professors R. Biichner, O. Juzi, 
and K. Kafer. Of the various papers read at 
the 1951 conference, two were published. 
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This by Dr. Hinterkircher is one of the two. 

Dr. Hinterkircher has divided his analysis 
on installment credit in Switzerland into two 
broad parts. The first part deals with an in- 
vestigation of installment credit in general. 
The second part is devoted to an examina- 
tion of the credit practices followed by the 
two most important banking organizations 
in Switzerland in the field of installment 
credit, the WECO A.G. of Kiisnacht and the 
AKO Bank A.G. of Zurich. 

In the first part of the volume, consumer 
credit is investigated from the point of view 
of the consumer, the retailer and the bank- 
ing organization making the loan. The au- 
thor also examines the special reasons which 
bring about the need for installment financ- 
ing. He studies the means at the disposal of 
the consumer for the satisfaction of this need 
and finds them inadequate. The position of 
the retailer in the transaction is rather briefly 
indagated. Dr. Hinterkircher, instead, dedi- 
cates greater attention to the problems of the 
banking concerns engaged in this specialized 
type of financing. He investigates such prob- 
lems as the risk involved in the loan, solicita- 
tion and investigation of proposed loans, 
rate of interest, insurance, and the like. 

The principles of installment credit de- 
veloped in the first part of the volume are 
then applied in the investigation that the 
author makes of Switzerland’s two largest 
banks for consumer financing, the Weco and 
the Ako. Dr. Hinterkircher is extremely de- 
tailed in his analysis and examines forms 
and methods. He compares the procedures 
followed by the two banks in connection 
with the evaluation of the risk involved in 
the loan, length of the loan, and the rates of 
interest. 

In the analysis, frequent reference is made 
to American methods of financing. He es- 
tablishes two patterns of installment credit, 
the American and the French, and points out 
that the essential difference between the two 
is the liberality of the first contrasted to the 
conservatism in the latter. 


C. M. FLUMIANI 
University of Santa Clara 


INTERNATIONAL TRADE PRINCIPLES AND PRAC- 
TICEs (3rd edition), by Paul V. Horn. (New 
York: Prentice-Hall, 1951. Pp. 734. $6.00.) 
The third edition of International Trade 

Principles and Practices is a thorough revi- 

sion of the popular second edition which was 

published in 1945. The basic outline of this 
edition is the same as the second edition. 

The book has thirty-two chapters and is 
divided into six parts: 


I. Historical and Economic Background 
of International Trade; 

. International Commercial Policies; 
Transportation and Communication 
Facilities; 

. International Finance; 

. World and United States Trade Sur- 
veys; 

. Practical Procedures in Exporting 
and Importing—eight chapters. 


Several changes have been made in the 
new edition which should add to its effective- 
ness as a text. These changes are: a different 
paper stock and some changes in typography 
makes the text easier to read; the statistical 
data have been revised and brought up-to- 
date; numerous maps and charts have been 
added; the special references have been 
placed at the end of each chapter instead of 
being segregated at the end of the book; and 
forty additional pages have been added 
largely to expand the sections on Interna- 
tional Commercial Policies and Practical 
Procedures in Exporting and Importing. 

The book is easy to read, it contains a 
thorough treatment of the various topics, 
and it has a good balance between the theo- 
retical and practical aspects of foreign trade. 


Roy H. PAYNTER 
Ohio University 


Tue Soviet Price SysTeM, by Naum Jasny. 
(Stanford: Stanford University Press, 1951. 
Pp. 179. $2.00.) 

This book is one of three essays on related 
economic subjects by Mr. Jasny and includes 
a study of prices, price levels, and price re- 
lationships existing in the USSR since the 


= 
} j 
} 
4 
I 
II 
I 
Vv 
: 
> 
l 
4 
y 
> 
1 
5 
f 
& 


100 


THE JOURNAL OF MARKETING 


beginning of the planned era. It is an analy- 
sis of the official price policy which is sup- 
posed to help develop the ends of the Soviet 
system. 

The information upon which a study of 
this nature could be based is obviously diffi- 
cult to interpret and sometimes of ques- 
tionable reliability. However, Mr. Jasny has 
carefully used officially reported statistics, 
analyses of them made by other economists, 
his own knowledge of statistical manipula- 
tions, and the interpretations of the data by 
Soviet sources. 

Although Soviet statistics are complicated 
and confusing and the terminology is un- 
familiar to most American economists, a 
careful study of the book will be repaid by a 
better understanding of Soviet marketing. 

The following points are some of the more 
important ones which should be considered 
in reading the book. 

1. Price controls have been a principal in- 
strument in the Plans of the Revolution; 
i.e., industrialization has been favored by 
low farm prices. The fact that low farm 
prices meant also low farm purchasing 
power was irrelevant, for the additional out- 
put of industrial production was not in- 
tended for private consumption. 

2. To conceal the trend of intentional 
and unintentional price changes, the 1926- 
1927 prices (the base period for Soviet price 
indexes) were baptized as “unchangeable” 
and later manipulated so as to make inter- 
pretation difficult. 

3. Soviet planning of prices has not func- 
tioned well. This is evident in some of its 
more obvious defects: prices do not produce 
a satisfactory adjustment of supply to de- 
mand; there is a disregard of costs and 
waste; there is no reasonable relationship 
between prices of competing and substitute 
goods in the market, nor between prices of 
raw materials and finished products; price 
determination is extremely arbitrary; the 
wholesale market has virtually been replaced 
by allocation programs; and there is a mul- 
tiplicity of prices. 

4. A peculiarity of Soviet inflation is 
that prices of various commodities rose at 


greatly varying rates with prices of daily 
necessities often rising much more than those 
of less essential goods. Means of production 
have become very cheap relative to wages 
and still cheaper relative to prices of con- 
sumer goods. 

5. Because, in the thirties, government 
production satisfied only part of the demand 
for the basic necessities at stated prices, the 
government was compelled at first to “suffer” 
private markets, and, after 1932, to legalize 
and encourage them. In those markets, 
known as kolkhoz markets, free prices pre- 
vailed many times higher than prices charged 
for rations by state and co-operative trade. 
To reap some of the profit of such markets, 
the government until 1935 and since 1944 
has operated “commercial” stores, or legal- 
ized black markets. 

6. Prices paid for many farm products 
under obligatory deliveries are tantamount 
to confiscation. Because of obligatory de- 
livery peasants are not able to consume as 
much of their own produce as they did be- 
fore. 

7. One of the primary price determining 
factors is the turnover tax. This is a tax im- 
posed on the sale of goods and is like an ex- 
cise tax. It is a substitute for more direct 
forms of taxation, and is the backbone of 
the state budget. According to Marxian 
theory, the turnover tax is not a tax at all, 
but “profits” of the Soviet economy. Indus- 
try is the only branch producing such 
“profit”; trade does not yield it. 

8. Because of the state subsidy production 
costs and selling prices have little relation- 
ship. Industrial goods producers have been 
extensively subsidized but consumer goods 
manufacturers have not been offered such 
incentives. 

Members of the American Marketing As- 
sociation who wish to get an insight into 
Soviet Pricing will find this book helpful. 

ROBERT BARTELS 
The Ohio State University 


SUCCESSFUL Prize Contests, by Zenn Kauf- 
man and Lester M. Cone, Jr. (New York: 
Prentice-Hall, Inc., 1951. Pp. 567. $5.65.) 
This book of 567 pages is easy to review, 
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because almost half of it is labeled “Appen- 
dix: Case Material.” It contains excellent 
source material for those producers and ad- 
vertisers who are c<ntest-minded, and who 
are searching for new ideas. 

As the authors point out, contests appeal 
to certain basic traits of human nature—the 
desire to compete, to obtain the satisfaction 
and increased feeling of importance that 
come from winning, or to obtain something 
for nothing. 

Contests can be adapted to almost every 
kind of enterprise. Not only in the fields of 
production and distribution, but also by 
governments, educational institutions, trade 
associations, chambers of commerce, and 
clubs and organizations of all types, con- 
tests can be used for all sorts of promotional 
schemes. 

The authors classify those to whom the 
contests are intended to appeal into four 
groups: (1) those who read the contest offer 
with interest; (2) those who contemplate en- 
tering the contest but do not; (3) those who 
actually make some definite move to enter 
the contest (such as calling at a dealer’s 
place for a contest blank) but for some rea- 
son or other do not carry through to the 
end; and (4) those who actually engage in 
the contest. The first two groups acquire 
some acquaintance with the product, com- 
pany, or organization by name. The other 
groups go even further, and obtain the nec- 
essary blanks or box tops or candy bar 
wrappers. 

Examples of contest themes given by the 
authors, particularly the jingle, the lim- 
erick, and the original verse, make one won- 
der just how silly a contest can get. What- 
ever the theme used, it should be selected 
after careful thought has been given to its 
relationship to the product, its simplicity, 
its fitness to the available advertising media, 
its timeliness, its selectivity of prospects, 
and its human interest. 

While a cash prize has the most universal 
acceptability, according to the authors there 
are many variants that have almost the same 
strength of appeal. “The individual situa- 
tion (budget and availability of merchan- 


dise), the season of the year in which the 
contest is conducted, the contest theme, the 
type of company, and general economic con- 
ditions will govern the use of merchandise 
and cash in the prize structure.” 

“The four way appeal needed in contest 
advertising that sells, consists of the follow- 
ing factors: (1) make the prizes attractive; 
(2) stress the honor of winning; (3) tell them 
it’s fun; and (4) make it look easy.” If it is a 
cash prize, get the whole family interested 
by stressing what can be done with the 
money. Also it appears important that the 
advertiser assume the responsibility of pla- 
cating the income tax collector. Inciden- 
tally, according to newspaper reports, win- 
ners of radio “jackpots” have often become 
involved in difficulties relating to the valua- 
tion of prize merchandise for tax purposes. 

Advertisers, too, can get tangled up in 
legal snarls. An entire chapter is devoted to 
the discussion of the subject, “Keeping Out 
of Jail,” and another chapter to the prob- 
lems that often confront the judges. To 
quote again from the book: 

“Amateur judges are frequently inclined 
to accept mild infractions of rules.” But 
awarding a prize to an entry containing 26 
words instead of the stipulated 25 gives any 
contestant “the right to sue the sponsor on 
the basis that the contest was not fairly 
judged.” And, “the hazards are multiplied 
in the case of the large prominent advertiser 
with the big bank account.” 

‘ In summary, the authors of this book 
have covered this phase of advertising and 
sales promotion thoroughly and most en- 
lighteningly. In addition to the many illus- 
trations given for each of the underlying 
principles of the prize contest, the appen- 
dix contains 43 contests “which are re- 
viewed in their entirety.” After reading this 
book it appears to this reviewer that the 
best advice one could give to an advertiser 
who intends to promote a contest would be: 
first, get an idea, and second, hire a good 
lawyer. 

Harowp M. Haas 
Temple University 
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SELLING THE UNITED STATES MARKET, by 
Gustav E. Larson and Marshall N. Poteat. 
(Washington: U.S. Department of Com- 
merce, 1951. Pp. 135. $1.00.) 


According to the first sentence in the 
foreword, this is a how-to-do-it manual: 
“This guidebook tells how to go about de- 
veloping and marketing products in the 
United States.” Actually, it is what the third 
sentence states “. . . a practical guide for 
the many new and smaller business firms 
seeking to learn something of the scope of 
the American market and how goods and 
services are sold and distributed in this 
country.” As such, it is excellent. In ap- 
proximately 60 pages (8 x 1014) of text plus 
about 75 pages of tables, illustrations, sta- 
tistical appendices and references, the busi- 
ness man can gain more useful suggestions 
than most standard marketing texts offer. 
The book is well organized; the concentra- 
tion of statistics in the appendix adds to the 
readability and usefulness of the work. 
Further, the book is very ably written; the 
esoteric is avoided, and few words are 
wasted. 

Topics covered in the 14 chapters include 
markets and market data, channels of dis- 
tribution problems, product and package 
development, pricing, market analysis, and 
advertising. Four chapters deal with distri- 
bution channels including one on selecting 
selling agents and one on selling through 
exclusive agencies. Chapter 14 presents fif- 
teen case studies designed to show how 
actual firms have obtained distribution for 
new products, and how they solved other 
marketing problems. 

Some topics are covered very thoroughly. 
Chapter 13, for example, Selling through 
Exclusive Agencies, is as complete a treat- 
ment as is found in Marketing by Manufac- 
turers (Phillips), although the desirability 
of joint treatment of industrial and con- 
sumer goods may be disputed. 

Criticism necessarily centers around the 
brief treatment accorded certain topics. For 
example, Chapter 9, Market Analysis and 
Sales Goals (214 pp.), is concerned almost 
entirely with quantitative analysis. While a 


useful check-list is included, it poses several 
questions to which only a field survey would 
be likely to provide satisfactory answers; 
under the heading “Tools For Market Anal- 
ysis,” no reference to field studies is made. 
The consumer survey was mentioned only 
incidentally, as having been used by a 
manufacturer whose problem was presented 
in one paragraph for illustrative purposes. 

It is undoubtedly correct in a work aimed 
at “new and smaller” firms to stress analysis 
of internal records and study of govern- 
mental and other published data, since 
many such firms do not keep proper records 
or analyze what records they do have. Even 
so, small firms should be made aware that as 
a tool for market analysis, field research is 
indispensable in many instances. 

All in all, the manual does an excellent 
job of acquainting the smaller firm with the 
many factors that require consideration. 
The brief, to-the-point treatment will un- 
doubtedly encourage study on the part of 
many executives who feel that they cannot 
wade through a 600 to 1200 page text or 
handbook. 

Finally, because of the cumulative im- 
pact of the book, it seems not unlikely that 
in the future many more small firms will 
seek aid from the marketing consultant. 
Many, if not most, such firms would require 
assistance in putting into effect several of 
the ideas suggested. 

FRANKLIN W. GILCHRIST 
University of Southern California 


Price POLICIES IN THE CIGARETTE INDUSTRY, 
by William H. Nicholls. (Nashville: Van- 
derbilt University Press, 1951. Pp. 444. 
$6.00.) 


Professor Nicholls has presented us with 
one of those all-too-rare studies which are 
so important in testing theoretical economic 
analysis.. With clarity he demonstrates how 
“a few dominant firms can, without any 
formal agreement whatsoever, develop tacit 
‘rules of the game’ by which price competi- 
tion can be avoided and joint profits main- 
tained at a level at least approaching those 
of monopoly” (p. 201). The conclusions 
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offered are particularly important since the 
author believes they are also generally appli- 
cable to other areas of American business 
“characterized by a high degree of control 

. ; very strong product differentiation 
. . - ; and tremendous selling outlays . . . 
(P- 3). 

The three chapters in Part I of this four- 
part study present the general plan and 
scope of the book and a review of the 1911 
dissolution of the Tobacco Trust. Part II’s 
twelve chapters give an historical approach 
to the gradual evolution in (especially) pric- 
ing and advertising practices and policies 
for tobacco products (with major emphasis 
on cigarettes) from 1912 to 1950. The nine 
chapters of Part III deal with the tobacco- 
leaf markets during the 1912-1950 period; 
buying policies, inventory policies, prices, 
and the role of producer cooperatives. The 
concluding five chapters make up Part IV, 
which is entitled “The Social Control of 
Oligopoly.” Here we find a review of the 
1940-46 Tobacco case, with both its legal 
and economic implications and—perhaps 
most important of all—the author’s sugges- 
tions for protecting the public interest in 
the cigarette industry. 

The entire volume is filled with facts, 
economic analysis, and opinions which will 
interest the marketing student—even though 
there is little or no consideration of such 
matters as cigarette trade channels; con- 
sumer buying motives and habits, and the 
functions of physical supply, which he 
might wish were included. Perhaps his 
greatest interest will center on the author’s 
analysis of (1) the degree of price and non- 
price competition in various periods, (2) the 
role of advertising in the maintenance of 
profits, and (3) the general public policy 
which should be adopted for the cigarette 
industry and other fields with similar char- 
acteristics. 

As to price and non-price competition, 
Professor Nicholls believes that the years 
immediately following the 1911 dissolution 
were years in which “some elements of price 
competition ... did exist” (p. 57). By 
1923, however, the leaders were convinced 
that competing on a price basis was not in 


the interest of the industry; they adopted 
“virtually identical” prices and their rivalry 
shifted to a non-price basis with advertising 
as the major weapon. Price leadership ex- 
isted throughout the next several years, 
with just three price changes taking place 
from 1923 to 1931. But the rest of the 1930's 
presents a different picture! The entrance 
of new firms with lower-priced brands cut 
into the leaders’ positions and forced them 
back to price competition. The competitive 
struggle of this period is especially well de- 
tailed in Chapter IX, “The Price Offensive 
Against the Economy Brands: 1931-39,” and 
Chapter X, “Competition Among the Stand- 
ard Brands: 1931-39.” Since 1939, the lead- 
ers have regained most of the relative posi- 
tion they lost during the 1930's, some degree 
of price leadership has been re-established, 
and non-price competition has again played 
a more important part. 

Students of imperfect competition have 
long been aware of the role of advertising 
in the maintenance of high profits, and 
Professor Nicholls’ book presents an excel- 
lent case study of this phenomenon. Al- 
though some downward trend is evident, 
for the entire 1912-50 period, net earnings 
averaged 14.7 per cent on net worth (ex- 
cluding goodwill) for the four major com- 
panies (p. 191). The author makes it clear 
that the large advertising expenditures nec- 
essary to “break into” this industry “have 
served as an important barrier to entry 
which protected the high aggregate profits 
of existing firms.” (p. 192). 

Chapter XXIX, “Can the Cigarette In- 
dustry Be Made More Competitive?,” pre- 
sents the author’s analysis of “what to do” 
about the industry. While some readers may 
disagree with his suggestions, all of them 
will find their thinking stimulated. In gen- 
eral, he finds that dissolution alone is not 
the answer to the restoration of competitive 
price conditions (p. 409); but that dissolu- 
tion accompanied by restrictions on adver- 
tising and revisions in the present cigarette 
tax structure might result in a more satisfac- 
tory situation. He believes that even with- 
out dissolution “control of advertising could 
do much to establish a more competitive 
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cigarette industry,” (p. 412) and he specifi- 
cally suggests the taxing of advertising at 
rates which vary directly with “the individ- 
ual firm’s percentage of national sales of 
each general class of product.” (p. 414). 
Since the present flat cigarette taxes are a 
burden to the economy brands from which 
any degree of price competition must come, 
he would urge the elimination of all ciga- 
rette taxes or at least the substitution of 
graduated or straight ad valorem taxes. (p. 
415-16). 

Relying heavily on court records for data 
(especially for cigarettes in the pre-1940 pe- 
riod) and with its statements amply sup- 
ported by eighty-seven tables, this well-writ- 
ten volume is a welcome addition to the 
library of the marketing student. 


CHARLEs F, PHILLIPS 
Bates College 


AIR TRANSPORTATION MANAGEMENT, by Jo- 
seph L. Nicholson. (New York: John Wi- 
ley & Sons, Inc., 1951. Pp. 446. $6.50.) 

In this book, the author has tried to do 
something different. He departs from the 
usual historical or descriptive approach to 
the study of air transportation, and instead, 
presents twenty-one unrelated chapters on 
various aspects of the industry. 

The result is a form of treatment which 
makes the book very difficult to use as a 
text in transportation classes, but is prob- 
ably more attractive to the reader in the 
industry who is looking for material on 
some specific aspects. 

The general topics include the signifi- 
cance of air transportation, government in- 
terest therein, various types of routes (in- 
cluding helicopter lines), rates, economics 
of airline transportation, employment and 
financial problems, equipment, insurance 
and various types of traffic. 

The treatment of most individual topics 
is excellent. The author went to the trouble 
of having his chapters “read for accuracy by 
at least four experts in the field (representa- 
tives both of the industry and of regulatory 
bodies)” and in some cases as many as ten 
people read one chapter. 


This method leaves some doubt in the 
mind of the reviewer as to just whose ideas 
are represented in the final product but it is 
justified as “a part of the author’s deter- 
mined effort to present a well-rounded per- 
spective giving consideration to varied 
points of view.” In a book of this kind, a 
bibliography would be useful but none is 
included. 

Joun H. FREDERICK 
University of Maryland 


THE ECONOMICS OF THE INTERNATIONAL 
PATENT SysTEM, by Edith Tilton Penrose. 
(Baltimore: The Johns Hopkins Press, 
1951. Pp. 247. $4.00.) 

In spite of the impact of patent laws upon 
marketing organization and policies in 
many product lines, marketing men in gen- 
eral have remained almost completely un- 
aware of the nature and economic implica- 
tions both of the present patent system and 
of possible alternative arrangements. Inter- 
national aspects of the subject are, if any- 
thing, even less well understood. In this 
book, Dr. Penrose makes available in fairly 
brief form not only a description of the in- 
ternational patent system together with a 
short history of its development, but also a 
reasonably thorough and objective analysis 
of its merits, its demerits, and proposals for 
its modification. 

The study emphasizes the fact that it is 
concerned only with the economic aspects 
of the international system, thus specifically 
excluding consideration of purely domestic 
effects of national systems. However, the 
international system is, in part at least, 
simply an agreement or “convention” by 
which member nations make available their 
respective forms of patent protection to 
citizens of other countries; hence, the reader 
necessarily is given a very useful view of 
the more important variations among the 
patent laws of different nations. 

The organization of the book is logical 
and straight-forward. After tracing the his- 
torical development of patent systems in 
Chapter I, Dr. Penrose next considers the 
basic arguments for and against patent pro- 
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tection. Here she notes that the most ac- 
ceptable support for the practice lies in the 
contention that it is necessary in order to 
encourage the invention of new and im- 
proved products and methods. On the other 
hand, she feels that there has been a failure 
fully to appreciate the extent of such costs 
of patent protections as monopoly pricing, 
production restriction, resource misalloca- 
tion, patent pooling, and so on. The back- 
ground established in these sections helps to 
explain the conflicting attitudes and numer- 
ous qualifications which finally gave rise to 
the International Convention for the Pro- 
tection of Industrial Property, to which 
Chapters III and IV are devoted. 

This exposition of provisions of the In- 
ternational Convention is followed by five 
chapters which constitute the main body of 
the study. In the first two of these the basic 
economic issues are explained and an at- 
tempt is made to weigh the gains against the 
costs of patent monopolies. This attempt 
takes the author down fairly complicated 
byways of economic reasoning, paths which 
she investigates with apparent care and 
thoroughness and with an appreciation for 
the limitations, particularly quantitative, 
which are attendant upon such an approach. 
As part of this analysis, separate chapters 
cover two important possible qualifications 
in patent systems: compulsory working and 
compulsory licensing of patents, and the 
problem posed by international patent car- 
tels. Dr. Penrose favors compulsory licens- 
ing as a means of protecting the public from 
patent abuses, and notes that although the 
United States alone among the major pow- 
ers does not provide either for compulsory 
working or compulsory licensing, there has 
been an increasing tendency for the courts 
of this country to make use of the latter de- 
vice as a remedy in cases involving violations 
of the anti-trust laws. The tenth chapter of 
the book goes on to analyze criticisms and 
proposed reforms to the International Con- 
vention, suggestions which range from the 
abolition of all protection to the adoption 
of a completely uniform patent law by all 
nations. A very concretely organized and 


clearly worded recapitulation of the entire 
study comprises the final chapter of the 
book; this digest alone should prove very 
helpful to the casual reader. 

The author’s style is generally very read- 
able. Explanations, even of somewhat com- 
plicated ideas, are clear and made without 
resort to technical terminology. At times 
some of her very extensive footnotes seem 
unnecessarily to duplicate material pre- 
sented in the text, but this is at most a very 
minor matter. Her coverage of sources ap- 
pears to be admirably extensive and a 
lengthy bibliography is appended for the 
benefit of those who may wish to investigate 
the subject in greater detail. All in all, the 
study is highly recommended reading, par- 
ticularly for those who have had no previ- 
ous opportunity to become acquainted with 
this area of the law affecting economic and 
marketing institutions. 

WILLiAM F. BROWN 
University of California 
Los Angeles 


CHANGING PERSPECTIVES IN MARKETING, 
edited by Hugh G. Wales, (Urbana: The 
University of Illinois Press, 1951. Pp. 292. 
$4.00.) 


This volume, designed “‘to give historical 
treatment and perspective to the develop- 
ment of marketing,” is composed of a col- 
lection of fifteen papers prepared by men 
well known in the field of marketing. In 
view of its objective, plus the fact that six 
of the papers were delivered at the first 
symposium held in connection with the 
Paul D. Converse National Awards in 1949 
for the purpose of honoring those who had 
made significant contributions to marketing 
before 1935, it is but natural to find among 
the contributors such names as A. W. Shaw, 
P. H. Nystrom, R. S. Butler, M. T. Cope- 
land, C. S. Duncan, and W. H. S. Stevens. 
The foreword was written by Herbert 
Hoover. 

The nature and scope of the content of 
Changing Perspectives in Marketing can 
best be indicated by listing the titles of the 
various papers: “Development of Market- 
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ing Theory: Fifty Years of Progress,” by 
Paul D. Converse; “Some Problems in Mar- 
ket Distribution,” by A. W. Shaw—a con- 
densation of the author’s original article on 
the functional approach to marketing pub- 
lished in the Quarterly Journal of Eco- 
nomics, August, 1912, and supplemented by 
an introduction added later when the ma- 
terial was published in book form; “Is Our 
Marketing Machine Outworn?,” by R. S. 
Butler; “Progress in the Theory of Market- 
ing,” by Wroe Alderson; “Dynamic Distri- 
bution,” by M. T. Copeland; “Transporta- 
tion and Marketing,” by C. S. Duncan; “Re- 
tailing in Retrospect and Prospect,” by P. 
H. Nystrom; “Commodity Flow Analysis,” 
by W. H. S. Stevens; “The ‘Fourth Dimen- 
sion’ in Marketing Research,” by Lyman 
Hill; “Developments of Science in Selling 
and Sales Management,” by H. H. May- 
nard; “The Role of Advertising in Modern 
Society,” by C. H. Sandage; “ ‘Fair Trade’ 
Price Regulation in Retrospect and Pros- 
pect,” by E. T. Grether; “Price Decisions 
and Marketing Policies,” by H. W. Huegy; 
“Cooperatives in Historical Perspectives,” 
by Helen G. Canoyer; and “The Growth of 
Marketing Research as a Management 
Tool,” by P. W. Stewart and F. R. Havil- 
and, Jr. 

Space limitations prevent a critical analy- 
sis of the contributions made by the various 
authors. It is of interest to note, however, 
that in addition to the pioneers in the field, 
writers were chosen whose particular field 
of interest would permit a balanced, histori- 
cal treatment of several areas in the broad 
brief of marketing. Each is well qualified to 
discuss the particular subject he covers and 
the reviewer finds little that is open to criti- 
cism. So long as sales management, retail- 
ing, advertising, and marketing research are 
included, however, one wonders why the 
important area of wholesaling was omitted. 

The reviewer found much of interest in 
the volume. Although by no means a begin- 
ner in the field, having first been “exposed” 
to marketing in 1919 under Melvin T. 
Copeland, he learned a great deal about the 
historical aspects of the subject through 


careful reading of the book. It is a valuable 
reference work that should be read by all 
marketing teachers, particularly the younger 
ones, who will be well-rewarded for the 
time spent. Those responsible for this vol- 
ume, especially the editor, are to be con- 
gratulated for making the material con- 
tained therein easily accessible to the 
marketing teacher and student. The book 
is well-indexed. 
DELBERT J. DUNCAN 

University of California 


BASING-POINT PRICING SYSTEMS UNDER THE 
FEDERAL ANTITRUST Laws, by George H. 
Sage. (St. Louis: Thomas Law Book Com- 
pany, 1951. Pp. 381. No price given.) 

This book is a significant contribution to 
the literature on the subject of basing point 
pricing in its many ramifications. Though 
written by a lawyer, it recognizes and in- 
cludes the economic and business aspects of 
the problem. 

To its credit it must be said that this is a 
careful, thorough, piece of work, superbly 
organized and completely footnoted. It is so 
arranged that it can be used easily as a ref- 
erence book on the many aspects of this 
highly complicated problem. It includes a 
good summary. Finally, in each part of the 
book the legal aspects are treated separately 
from the general business and economic 
description of the problem. 

The approach is objective and no attempt 
has been made to argue either side of this 
controversial subject. The treatment of the 
economic and marketing aspects of the 
problem is inclined to be legalistic and 
lacking in realism. The marketing man will 
be impressed with the wide variety of ac- 
tivities which have already been declared 
illegal. He will likely wonder, on complet- 
ing an examination of the various sections 
of the book, just what he can do legally. 

However, it was not the purpose of the 
book to deal with this problem. Neither 
was it within the scope of the book to deal 
with the extent to which industry still pur- 
sues many of the practices which have al- 
ready been declared illegal. 
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For the marketing man operating in an 
industry where problems of basing point or 
zone pricing are important, this book can 
be a valuable addition to his reference shelf. 
In using it he may be dismayed by such 
sentences as: “With the pricing systems op- 
erating to produce price differentials be- 
tween competing purchases not necessarily 
reflecting differences in transportation costs, 
on the one hand, and with the act prohibit- 
ing price discriminations except where re- 
flecting differences, among others, in trans- 
portation costs, on the other, legal problems 
of legality under the Robinson-Patman Act 
naturally arise.” However, it is pertinent to 
point out that in the field of pricing and 
competition where the anti-trust laws apply, 
the legal interpretation of marketing facts 
is becoming increasingly important. For 
this reason many may wish to seek under- 
standing of the legal point of view in spite 
of the fact that it may vary widely from 
their own. To those so minded, this book 
can contribute much. 


CHARLEs L. HAMMAN 
Stanford Research Institute 


PRACTICAL RULES FOR GRAPHIC PRESENTA- 
TION OF Business Statistics, by L. E. 
Smart and S. Arnold. (Columbus: Ohio 
State University, 1951. Pp. 137. $2.50.) 


“This publication presents in a clear and 
concise manner the essential rules for cor- 
rect construction of the most widely used 
types of business charts.” Your reviewer 
finds much in the book to support this state- 
ment by the publisher. In this work, a revi- 
sion of an earlier volume of the same title, 
the authors have an excellent handbook in 
the mechanics of graphic techniques. The 
major portion of the book is devoted to this 
presentation. Of particular merit is the 
manner in which the authors have com- 
bined principles and examples to facilitate 
reader understanding of the many, and 
often detailed, points of graphic construc- 
tion. 

Part I is devoted to the rules of graphic 
presentation. Among the more commonly 
used business charts shown here are: 1) Sim- 


ple Comparison of Size Bar Charts; 2) Com- 
ponent Bar Charts and Pie Charts; 3) Time 
Series Charts—Bar Charts, Component 
Band Charts, and Line Diagrams (both 
arithmetic and semi-logrithmic); 4) Picto- 
rial Charts; 5) Cartograms; and 6) Three- 
Dimensional Charts. Some of the not so 
commonly used charts shown are: 1) The 
Histogram (Frequency Bar Chart), 2) Cumu- 
lative Frequency Curve, 3) The Lorenz 
Curve, and 4) The Scatter Diagram. The 
authors have recognized the Polygon (fre- 
quency curve) only by footnote. This posi- 
tion does not do justice to the usefulness of 
the polygon. It should be given the same 
consideration as the other charts in the 
frequency distribution classification. 

Part II represents a most interesting sec- 
tion. Here the authors have selected some 
twenty charts of varying types from the files 
of the Bureau of Business Research of Ohio 
State University for use as examples. Each 
chart is accompanied by a section giving 
the proper interpretation of the chart and a 
section containing suggested improvements 
in construction. By including Part II in 
this book, the authors have provided a large 
group of non-technical readers an opportu- 
nity to develop some facility in graphic in- 
terpretation. This in itself represents an 
important contribution. 

It must be kept in mind that this is not a 
complete textbook on graphics. It devotes 
little space to discussions of theory or appli- 
cation. The lack of explanatory material is 
most evident in those sections dealing with 
more specialized types of graphics. Within 
its limited range it certainly does the job for 
which it is intended. As such it would be a 
valuable asset in any office where graphics 
are in common use. As a supplemental text 
in the classroom it contributes immeasur- 
ably to that important phase of business 
statistics which is all too often de-empha- 
sized because the instructor feels that he 
cannot devote sufficient time necessary for 
the proper coverage of the subject. 


RICHARD D. RoBERTS 
University of San Francisco 
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THE SPOKANE WHOLESALE MARKET, by Ray- 
burn D. Tousley and Robert F. Lanzil- 
lotti. (Pullman: State College of Wash- 
ington Press, 1951. Pp. 201. $3.50.) 


1This book presents a quite complete 
analysis of the Spokane wholesale market. 
The study includes not only the general 
picture for the area as a whole, but a fairly 
intensive individual analysis of nineteen 
different product lines (ten of the major in- 
dustry groups of merchant wholesalers clas- 
sified by the 1948 Census of Business), and a 
sketchy coverage of nine additional product 
lines. 

The first chapter of the book, “Introduc- 
tion,” gives the pufpose and scope, the 
methodology, and the limitations of the 
study. For other than the quantitative data 
on number of establishments and volume of 
business, this study was conducted essen- 
tially by personal interview. A mail ques- 
tionnaire was sent to some 400 firms to ob- 
tain certain basic data to enable the authors 
to qualify the firms as to whether or not 
they were actually wholesalers, and, if so, 
what type of wholesaler; and to obtain a 
map of the territory the firm served. Some- 
what above a 50 per cent return was ob- 
tained from wholesalers on this question- 
naire. Individual firms were then inter- 
viewed for the bulk of the data included in 
the study. All firms in lines with few (six or 
less) establishments were interviewed, and 
an adequate sample of firms in the larger 
industries. In all, over one hundred inter- 
views were made. The major limitation of 
the study in the view of the authors is the 
lack of quantitative data, for, with the ex- 
ception of Census material, no quantitative 
data was collected, with most conclusions 
being the result of “impressions” of the re- 
spondent and of the interviewer. The sec- 
ond limitation is that the interviews ex- 
tended over a period of almost two years 
(July 1949 to April 1951), and during that 
time some changes occurred in the case of 


* Rayburn D. Tousley, “Some Aspects of the Spo- 
kane Wholesale Market,” Journal of Marketing, Vol. 
XVI, No. 3, Part 1, January, 1952, pp. 321. Tousley 
presents here a brief summary of the more interest- 
ing features of this study. 


those industries covered early in the study. 

The second chapter provides background 
information about the nature of the area 
served by Spokane as a wholesale market, 
and the general structure of the Spokane 
market. Of importance here is the fact that 
this market serves a wide, sparsely-popu- 
lated geographical area, and is a relatively 
small but rapidly growing wholesale center. 
Accordingly, the institutional pattern is one 
dominated by merchant wholesalers, pre- 
dominantly general-line firms. 

Chapters III through XIII present the 
detailed data and the analyses for the indi- 
vidual industries. Among the fields receiv- 
ing detailed treatment are the following: 
general-line groceries; meats and meat prod- 
ucts; dairy and poultry products; fresh 
fruits and vegetables; drugs and drug sun- 
dries; industrial chemicals; paints; dry 
goods and apparel; furniture and home fur- 
nishings; paper products; automobiles and 
other motor vehicles; automotive equip- 
ment; electrical goods; hardware; plumbing 
and heating equipment and supplies; con- 
struction materials; machinery, equipment, 
and supplies; amusement and _ sporting 
goods; and coal. 

Chapter XIV, “Summary and Conclu- 
sions,” contains a comprehensive analysis by 
the authors. They make comparisons of 
general interest with respect to the prac- 
tices of the various wholesale trades, and 
their conclusions regarding the market 
structure, the territory served, the competi- 
tive aspects, and the significant trends in 
the Spokane market. 

Appendix A presents for nine miscellane- 
ous industries of relatively little importance 
in the Spokane market such data relative to 
market structure and territory served as was 
obtained by the authors from census data 
or mailed questionnaires. 

The authors have done a thorough and 
excellent analysis of this wholesale market. 
The book is well and interestingly written, 
particularly considering the quantity of sta- 
tistical material included. Although there 
are no particularly new or startling conclu- 
sions drawn from the study, it does confirm 
many principles frequently stated regarding 


© 


wl 
ti 
of 
2 
WwW. 
fo 
la 
Sa 
P 
tr 
2. 
& 
3) 
‘at 


BOOK REVIEWS 


109 


wholesale marketing. For example, since 
the market served in this instance is a rela- 
tively small one in terms of volume but one 
of great distances and a sparse population, 
direct marketing by manufacturers (of 
which manufacturer’s sales branches are one 
form) tends to be less prevalent than in 
larger and denser markets; merchant whole- 
salers are relatively more important com- 
pared to special types of middlemen than is 
true of larger and more densely populated 
markets; and wholesalers tend to sell a wide 
variety of products rather than to specialize 
in narrow lines (in many cases there is an 
overlapping of product lines carried rather 
than specialization within the given cate- 
gory as established by the Bureau of the 
Census). 

Similarly, their findings regarding the fac- 
tors affecting the size of the wholesale trad- 
ing area are what would normally be 
expected. Relative importance of transpor- 
tation costs appears to be the most impor- 
tant factor determining the size of the ter- 
ritory served. Second in importance is the 
presence or absence of local competition in 
the smaller cities on the fringe of the trad- 
ing area, which in turn depends to a very 
large extent on the relative importance of 
transportation costs. Other factors found to 
be of importance in delineating the trading 
area served are arbitrary restrictions laid 
down by parent companies (in cases where 
the Spokane establishment is a branch of a 
regional or national concern having other 
branches in Portland and Seattle), or arbi- 
trary areas or territories included in fran- 
chise agreements, which are commonly used 
in certain lines of wholesaling. These two 
latter factors result in territories served 
varying somewhat from the boundaries that 
would normally be established by purely 
basic economic factors. 

This book will be of interest to any mem- 
ber of the association now selling or plan- 
ning to enter the Pacific Northwest market, 
since its detailed analysis of the Spokane 
market (and data on Seattle and state of 
Washington wholesalers) would prove use- 
ful and informative. The academic mem- 


bers will find it an interesting and informa- 
tive study, of value as collateral reading 
material for courses in marketing, and par- 
ticularly valuable if courses are offered in 
wholesaling. 

In the reviewer’s opinion this study is a 
valuable contribution to the literature of 
wholesaling and wholesale trading areas. 
More such studies, particularly of markets 
with varying physical characteristics and 
population density and volume of sales, 
would be of real value to the field of mar- 
keting. 

ARTHUR KROEGER 
Stanford University 


BRIEFLY NOTED 
By CHARLES J. DIRKSEN 


STUDIES IN INCOME AND WEALTH, Volume 14. 
(New York: National Bureau of Eco- 
nomic Research, Inc., 1952. Pp. 276. 
$3.50.) 

This, the fourteenth volume of Studies in 
Income and Wealth, contains the papers 
presented at the April 1950 meeting of the 
Conference. It is the second volume in the 
series to be devoted to the problems of 
wealth. 

In Part I, Raymond W. Goldsmith sub- 
mits a new set of wealth estimates spanning 
more than a half century. Using what he 
terms a perpetual inventory approach, i.e., 
a cumulation of depreciated capital expend- 
itures, he presents detailed figures on the 
value of reproducible tangible assets in cur- 
rent dollars and offers tentative findings 
in changes in our “real” wealth. 

In Part Il, Daniel H. Brill deals with 
his problem from the claims side, using the 
“moneyflows” approach originally con- 
ceived by Morris A. Copeland. 

The other parts of the book deal with 
Meaning Estate Tax Wealth, Review of the 
“Composition of Estates Survey,” Using As- 
sessed Valuation and Wealth Measurement, 
Assets, Debts, and Economic Behavior and 
Asset Identities in Economic Models. 
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Tue Soviet FINANCIAL SysTEM, by Mikhail 
V. Condoide. (Columbus: The Bureau of 
Business Research, 1951. Pp. 230. $4.00.) 


This new book presents a comprehensive 
analysis of the development of the Soviet 
Financial System with particular attention 
to the banking, monetary and fiscal policies 
of the Soviet government, and the financing 
of foreign trade of the U.S.S.R. 

As a background for the analysis of the 
present financial problems of the Soviet 
Union and its future development, there 
is a discussion of the chief characteristics of 
the Soviet economic system, including plan- 
ning, its impact on the Soviet consumer, 
and the state monopoly of foreign trade. 

This analysis is supplemented by a study 
of the postwar foreign policies of the Soviet 
state with respect to the Western world, the 
Soviet satellites, Germany, and Austria. 

The statistics included in this volume are 
official Soviet statistics and are supple- 
mented by statistics of other origin. 

This book provides a thorough but con- 
cise and lucid analysis of the operation and 
significance of the Soviet financial system 
and its role and place in the collectivistic 
economy of the Soviet Union. The weak- 
nesses and strength of the system are ana- 
lyzed and its virtually complete independ- 
ence from the economic world of the west is 
pointed out. 


Foop AND FEED ReEsERvEs, by Murray R. 
Benedict. (Washington: National Plan- 
ning Association, 1951. Pp. 48. $0.50.) 


The author stresses this country’s unprec- 
edented responsibilities for realistic and 
comprehensive planning of over-all food 
policy in order to safeguard its own inter- 
ests. The costs of stockpiles, whether of food 
or other materials, he says, are substantial, 
but alternative policies also involve costs. 
“The costs and returns under various plans, 
or those likely to result from not following 
any plan, need to be weighed against each 
other.” 

This pamphlet points out the magnitude 
of our probable food and feed requirements 
from the point of view of national security 


and well being; traces experience with gov- 
ernment storage programs during the past 
twenty-odd years; outlines ways to assure 
that adequate reserves of wheat, corn, rice, 
and other food and feed grains can be avail- 
able in emergencies due to bad crop years, 
the cold war, or all-out war, without disrup- 
tion of the free play of market forces; and 
discusses the physical aspects and costs of 
operating an improved program of food 
and feed reserves. 

The author does not expect a storage pro- 
gram, no matter how well planned, to cover 
all needs which may arise as a result of full- 
scale war or disasters, without some adjust- 
ments. However, a well considered plan 
would provide at least the basic require- 
ments, while allowing time to make neces- 
sary shifts in production in the light of un- 
expected developments. 

A wheat reserve of around 600 million 
bushels would not be excessive under pre: 
ent conditions, according to Dr. Benedict, 
although its maintenance would require 
some important modifications of current 
policy in regard to our approach to the 
wheat question, and to purchasing and 
liquidating of stocks. The storage of feed 
grains, he says, presents a different set of 
problems from that of food. Generally 
speaking, feed grains do not enter into in- 
ternational trade. “The major considera- 
tion is that of stabilizing, in so far as pos- 
sible, the livestock industry; or, at least, 
keeping it in orderly relation to some well 
planned distribution of resources use as be- 
tween livestock products and food produced 
for direct consumption.” While world af- 
fairs remain unsettled, Dr. Benedict believes 
it advisable to maintain heavy stocks of 
corn—with carry-overs in the order of 500 
million to 1 billion bushels, although he 
grants that the maintenance of so large a 
reserve presents a number of practical diffi- 
culties. It would not be wise to attempt in 
advance a hard and fast policy on livestock 
and feed reserves, he says. “Much discretion 
should be left to administrators under a 
general guiding directive” which would en- 
courage “during a period like the present 
the maintenance of relatively large popula- 
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tions of meat animals, and an effort to build 
up and maintain a comparatively large re- 
serve of feedstuffs.” A reversal of this policy 
would be in order in a period of below-av- 
erage crop and forage production. 

Government has participated in storage 
operations since 1929. “The issue, therefore, 
is not that of more or less governmental 
storage activity, but rather that of a change 
in objectives.” 


THE THEORY OF INVESTMENT OF THE FIRM, 
by Friedrich and Vera Lutz. (Princeton: 
Princeton University Press, 1951. Pp. 253. 
$4.00.) 

This book is largely an application of the 
theory of capital to the individual firm, fol- 
lowing in the tradition of K. Wicksell and 
F. A. Hayek. It constitutes an extension of 
the theory of production, as developed by 
E. Schneider and S. Carlson, to include the 
time element. Taking the items contained 
in the balance sheet of the typical manufac- 
turing firm, it analyzes the determinants of 
the types and amounts of assets in which the 
firm will invest, and the proportions in 
which it will draw its funds from alterna- 
tive sources. 

Among the more specific problems dis- 
cussed are the criterion of profit maximiza- 
tion, the difficulties underlying the con- 
struction of an aggregate marginal efficiency 
schedule, the “Ricardo effect,” the depend- 
ence of the rate of equipment installations 
over time on demand and cost conditions, 
the influence of uncertainty on the choice 
between equity and loan capital, and the 
effect of depreciation methods on balance 
sheet and income statements. 


SpeAK Up, MANAGEMENT! by Robert New- 
comb and Marg Sammons. (New York: 
Funk & Wagnalls Company, 1951. Pp. 
308. $5.00.) 

This guidebook shows, in step-by-step 
fashion, how to set up a successful com- 
munications program, or modernize one al- 


ready in existence. 
It deals with all the tested devices of 


employer-employee communication. It also 
presents concrete and apt recommendations 
in regard to such important methods of 
communication as, the management news- 
letter, the employee handbook, the annual 
report, bulletin boards, employee’s publica- 
tion, meetings, visual aids and the like. 

The book should prove very valuable as 
a reference guide to those who must build 
and maintain either effective employee-em- 
ployer harmony or public relations for any 
organization. 


CorPorATE INCOME RETENTION 1915-43, by 
Sergei P. Dobrovolsky. (New York: Na- 
tional Bureau of Economic Research, 
1951. Pp. 122. $2.50.) 


Although retained income has been a 
major component of funds absorbed by the 
corporate economy in the process of asset 
expansion, the rate at which retentions 
have been made has been far from uniform. 

This study is based on data for manufac- 
turing and mining companies, and directs 
attention to the relationship between the 
rate of retained income and such factors as 
current and past profitability, the rate of 
operating asset expansion, and the size of 
earned surplus. 

It also investigates the relative impor- 
tance in the financing of business capital 
expansion of retained income and such com- 
ponents of external financing as accrued li- 
abilities, short-term borrowings, and secu- 
rity issues. 


TwENTY-THIRD ANNUAL Boston CONFER- 
ENCE ON DISTRIBUTION 1951. (Boston: Re- 
tail Trade Board, Boston Chamber of 
Commerce, 1951. Pp. 112. $4.00.) 


The proceedings of this internationally 
famous forum on problems of distributions 
includes the papers which were presented 
by the speakers at this important annual 
conference. 

Among those which are of particular sig- 
nificance to the marketing profession at this 
time are: “Some Major Trends in Distribu- 
tion” by Malcolm McNair; “The Other 
Side of the World Trade Mirror” by Vergil 
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Reed; “The Controlled Materials Plan in 
Distribution” by O. Fred Rost; “Effect of 
the Defense Production Program on Dis- 
tribution” by Nelson Miller; “Pride and 
Prejudice in Advertising” by Victor M. Rat- 
ner; “Super Markets—Past, Present and Fu- 
ture” by Sidney R. Rabb; “The Federal 
Trade Commission and the Merger Move- 
ment” by Joseph E. Sheehy; “Anti-Trust 
and Small Business” by Henry A. Burd; and 
“The General Business Outlook” by Edwin 
B. George. 

An important feature of this Report is 
the survey containing the opinions of fifty- 
six authorities on marketing and distribu- 
tion on what they consider to be the major 
problems in distribution facing us in the 
next five years and what should be done to 
meet them. 

It was suggested in this study, “that co- 

ordinated effort by all organizations con- 
cerned with distribution, including manu- 
facturers as well as those engaged in distri- 
bution activities, in educating government, 
business and public on the important place 
of distribution in our world, would be a 
most important step forward.” 
The director of the Boston Conference 
on Distribution, Daniel Bloomfield, and his 
associates are indeed to be commended for 
the part they have played in bringing to- 
gether all of the groups representing various 
phases of distribution activity for discussion 
of common problems. 


RETAIL STORES AND SALES, by Howard 
Whipple Green. (Cleveland: Real Prop- 
erty Inventory of Metropolitan Cleve- 
land, 1951. Pp. 60. No price given.) 

This is a 60-page special report covering 
retail stores and sales in Cleveland’s Cuya- 
hoga County, showing the number of stores, 
the dollar-volume of sales, and the sales per 
store and also the percentage of sales, the 
families per store, the stores per 1,000 fami- 
lies, and the sales per family for each of 28 
types of retail stores located in each of 24 
Cleveland areas, in Lakewood, and in the 
rest of the county. 


The 24 areas are based on combinations 
of census tracts, which makes it possible to 
study retail trade in the Downtown Business 
District as contrasted with the total county 
or with any one of a number of the parts of 
the county. 

The report is based upon a special tabu- 
lation prepared by the Bureau of the Census 
from the latest Census of Business and from 
data locally collected by the Cleveland Real 
Property Inventory. 

This report is another in the series of fac- 
tual studies made and published by the 
Cleveland Real Property Inventory and is 
made available to its members and sub- 
scribers. 

Since this is the first time the Bureau of 
Census has made available such facts for the 
various sections of a large metropolitan 
community, the study is of great significance 
to the members of the American Marketing 
Association. 


RETAILERS MANUAL OF TAXES AND REGULA- 
TIONS, 11th Edition, edited by Gladys M. 
Kiernan, Arthur Pite, Wm. C. Johnson. 
(New York: Institute of Distribution, 
Inc., 1952. Pp. 244. No price given.) 


This is the eleventh edition of the Re- 
tailers’ Manual of Taxes and Regulations. 
The first edition was issued in 1935. Its pur- 
pose is to provide retailers with a compre- 
hensive, but simple digest of the significant 
provisions of all Federal and State laws 
that concern general retailing. 

The compendium, like its predecessors, 
summarizes in tabular form, laws and regu- 
lations, both federal and state, which affect 
retail merchandising throughout the coun- 


‘While the Manual is prepared primarily 
for those engaged in the retail field, it con- 
tains much information that will be equally 
valuable to those engaged in other phases of 
distribution. 

It is the most complete Manual on Re- 
tailers’ Taxes and Regulations that is avail- 
able and one that marketing men will find 
invaluable as a source for reference. 
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1952-1953 Officers 


The following officers were elected by the 
membership for the fiscal year—1952-53: 


President 

Gordon A. Hughes, Director, Market Analysis De- 
partment, General Mills, Inc., 400 Second Ave- 
nue, South, Minneapolis 1, Minnesota. 

Vice President (Academic Activities) 

Ewald T. Grether, Dean, School of Business Ad- 
ministration, Flood Professor of Economics, 
University of California, Berkeley, Calif. 

Vice President (Professional Activities) 

Harold P. Alspaugh, Director, Market Research, 
H. J. Heinz Company, P. O. Box 57, Pittsburgh 
go, Penn. 

Vice President (Operating Policies) 

William F. O'Dell, President, Market Facts, Inc., 

39 South LaSalle Street, Chicago 3, Ill. 


Secretary 
Ira D. Anderson, Professor of Marketing, Chair- 
man, Department of Marketing, School of Com- 
merce, Northwestern University, Evanston, Ill. 


Treasurer 
Charles W. Smith, Associate Manager, McKinsey 
& Company, 60 East 42nd Street, New York 17, 
New York. 


Directors elected for a two year term be- 
ginning July 1, 1952: 

Joel Dean, Professor of Business Economics, 
Graduate School of Business, Columbia Uni- 
versity, New York, N. Y.; Partner, Joel Dean 
Associates, New York, N. Y. 

Allen K. Gaetjens, Manager, Marketing Research 
Department, Lamp Division, General Electric 
Company, Nela Park, Cleveland 12, Ohio. 

Arno H. Johnson, Vice President and Director of 
Research, J. Walter Thompson Company, 420 
Lexington Avenue, New York, N. Y. 

George W. Robbins, Associate Dean, College of 
Business Administration, University of Cali- 
fornia, Los Angeles, Calif. ~ 

Richard F. Spears, Assistant to Vice President, 
Stores Operation, Stop & Shop, Inc., 393 D 
Street, Boston 10, Mass. 

Alfred N. Watson, Assistant Treasurer, The Cur- 
tis Publishing Company, Philadelphia, Pa. 


Directors beginning the second year of a 


two year term on July 1, 1952 are: 


Henry G. Baker, Chairman, Marketing Dept., At- 
lanta Division, University of Georgia, Atlanta, 
Georgia. 

B. F. Lynip, Jr., Director of Planning and Statis- 
tics, California and Hawaiian Sugar Refining 
Corporation, Ltd., San Francisco, Calif. 

Richard H. Moulton, Marketing Consultant, 10 
High Street, Boston, Mass. 

Dean M. Prather, President, A. C. Nielsen Com- 
pany of Canada, Ltd., Toronto, Canada. 

Hugh G. Wales, Associate Professor of Marketing, 
University of Illinois, Urbana, Ill. 

Immediate Past President 

George H. Brown, Professor of Marketing, School 
of Business, University of Chicago, Chicago 37, 
Ill. 

Directors-at-Large 

Donald E. West, Director of Marketing Research, 
McCall Corp., 230 Park Avenue, New York 17, 
N. Y. 

Wilford L. White, Chief, Management Division, 
Office of Small Business, National Production 
Authority, Department of Commerce, Wash- 
ington, D. C. 

Editor-in-Chief 

E. R. Hawkins, Dean, School of Business, Johns 

Hopkins University, Baltimore 18, Maryland. 


1952 Mid-Year Conference 


Cincinnati, Ohio, was the site for the 1952 
Mid-Year Conference. The Netherland- 
Plaza was the headquarters hotel. Dates 
were: June 16, 17, and 18. Members of 
the Conference Committee were: 
General Chairman: B. L. Schapker 


Marketing Consultant 
Alberta Burke 


Burke Marketing Research, Inc. 


Lee 8. McDonald 
Miami University 
Charles Hindersman 
John Shillito Co. 


Program LeRoy Church 
Emery Industries, Inc. 
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Arrangements Paul Coons 

Emery Industries, Inc. 
Attendance John H. Ames 

Gibson Art Company 
Exhibits R. D. Hardesty 

Kroger Company 
Publicity William F. Suhring 


Miami University 
National Rept. & Alberta Burke 
Liaison Burke Marketing Research, Inc. 
Teacher’s Program Dr. Joseph Seibert 
Miami University 


1952 Winter Conference 


The 1952 Winter Conference is a joint 
Allied Social Science meeting, held every 
three years. Chicago is the site for this joint 
meeting and the AMA will use the facilities 
of the Palmer House on December 27, 28, 
and 29. Appointments to the Conference 
Committee made thus far are: 


General Chairman Harper W. Boyd, Jr. 
Industrial Surveys Company 

Program Chairman Peter G. Peterson 

Market Facts Inc. 

Robert J. Lavidge 

Elrick, Lavidge & Company 


Arrangements 


New Members 


The Association welcomes the following 
new members who were accepted during the 
period from February 1952 through April 


30, 1952: 


Achenbaum, Alvin A. 
McCann-Erickson, New York, N. Y. 
Aires, S. James 
Lukens Steel Company, Coatesville, Pa. 
Alexander, Mark Alfandary 
U. S. Steel Co., Pittsburgh go, Pa. 
Ames, K. Lyman 
The Rotarian Magazine, Chicago 1, Illinois 
Anich, Miss Militza 
Dominion Oilcloth & Linoleum Co., Ltd., Mont- 
real, Quebec, Canada 
Arrington, James Neil 
The Byrne Organization, Cincinnati, Ohio 
Bailey, K. D. 
Canadian Industries, Ltd., Montreal, Quebec, 
Canada 
Barry, Craig W. 
214 Henry St., Fairfield, Conn. 
Bazeley, Arthur J. 
Cleveland Electric Illuminating Co., Cleveland 1, 
Ohio 


Beard, Raymond D. 
Md. General Insurance Agency, Inc., Hagerstown, 
Md. 
Beckwith, Robert E. 
5700 W. Roosevelt Road, Chicago 50, Illinois 
Berger, Richard 
General Dyestuff Corp., New York 14, New York 
Bethune, Kenneth M. 
American Can Company, Hamilton, Ontario, 
Canada 
Bowes, Clifford G. 
205 Glenlake Avenue, Park Ridge, III. 
Bruechert, Donald W. 
A. C. Allyn & Co., Inc., Chicago 3, Illinois 
Bruggeman, C. A. 
Sears Roebuck & Company, Champaign, IIl. 
Brueggemann, Glenn E. 
Gulf Oil Corp., Pittsburgh go, Pa. 
Buck, Edward A. 
Towmotor Corporation, Cleveland 10, Ohio 
Burch, Donald P. 
The Northern Trust Co., Chicago go, III. 
Burrows, W. R., Jr. 
R. E. Dietz Co., Syracuse 1, N. Y. 
Byars, Charles J. 
Gulf Refining Co., Camden, Arkansas 
Carr, Frank J. 
1 Jacobus Place, New York 63, N. Y. 
Casey, John F., Jr. 
McCann-Erickson, Inc., Boston, Mass. 
Castle, Grace E. 
The American Weekly, Chicago 6, Ill. 
Chasman, Hyman 
300 South Goodwin, Apt. 109, Urbana, Illinois 
Coffin, Dexter D., Jr. 
C. H. Dexter & Sons, Inc., Windsor Locks, Conn. 
Cronk, A. D. 
The Patent Button Co., Waterbury 20, Conn. 
Crooks, J. A. 
Bethlehem Pacific Coast Steel, San Francisco, Calif. 
Crost, J. G. 
Sunroc Company, Glen Riddle, Penna. 
Crow, Edward L. 
Atlantic Refining Company, Philadelphia, Pa. 
Dannenbaum, Marta 
John Falkner Arndt & Co., Inc., Philadelphia 9, 
Pa. 
Davidson, Murray M. 
Cleveland Electric Illuminating Co., Cleveland 1, 
Ohio 
Day, Duane D. 
Gulf Oil Corp., Pittsburgh go, Pa. 
Deeks, Hugh A. 
Garden Hotel, Camden, New Jersey 
Del Rosario, Anacleto T. 
Advertising Associates, Inc., Manila, Philippines 
Dice, George A. 
U. S. Dept. of Agriculture, Washington, D. C. 
Di Scipio, A. Alfred 
Chicopee Mills, Inc., New York 13, N. Y. 
Dodge, Philip E. 
Wormwood Hill House, Mansfield, Conn. 
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Douglas, Thomas W. 
Milk Industry Foundation, Washington 6, D. C. 
Dunn, Cecil L. 
Booz, Allen & Hamilton, Los Angeles 14, Calif. 
Eckhart, Gerald 
A. C. Nielson Company, Chicago 45, Illinois 
Eisemann, Eugene F., Jr. 
Gulf Oil Corp., Pittsburgh 19, Pa. 
Eisenach, Robert C. 
The Mead Sales Company, Dayton 2, Ohio 
Elinson, Jack 
National Opinion Research Center, Chicago 15, 
Illinois 
Elliott, William H. 
U. S. Dept. of Agriculture, Washington 25, D. C. 
Evison, Gordon Q. 
10838 Longwood Drive, Chicago 43, Ill. 
Ewing, Philip M. 
Pillsbury-Globe, Los Angeles 22, Calif. 
Fernald, James G. 
Herald-Tribune, New York 18, N. Y. 
Finston, Howard V. 
370 Plaza Avenue, Arcata, Calif. 
Frank, Jerry S. 
2907 “B” So. Sepulveda, Los Angeles 64, Calif. 
Franklin, D. Murray 
Monumental Press, Inc., Baltimore 18, Md. 
Fraser, Mrs. Evelyn 
School of Retailing, N. Y. University, New York 3, 
N. Y. 
Fuldauer, Robert R. 
Diamond Alkali Co., Cleveland 14, Ohio 
Gelazin, Paul 
3562 Barbara Circle, Memphis 12, Tenn. 
Gertz, Herb. 
The Reuben H. Donnelly Corp., Chicago 16, Illi- 
nois 
Gibson, Louis 
3100 Brighton grd St., Brooklyn 35, New York 
Gleitman, George 
325 Riverside Drive, New York 25, N. Y. 
Glover, Earl R. 
U. S. Dept. of Agriculture, PMA, Washington, 
Goeway, E. W. 
The Goodyear Tire & Rubber Co., Inc., Akron, 
Ohio 
Gold, Robert 
470 West End Ave., New York 24, N. Y. 
Gorman, Howard 
Gaines Division, General Foods Corp., Kankakee, 
Illinois 
Goss, Chester F. 
The Easterling Co., Chicago 6, Il. 
Graef, Henry P. 
United States Steel Supply Co., Chicago 4, Illinois 
Green, Jack R. 
Good Humor Co. of California, Los Angeles 15, 
Calif. 
Green, Paul E. 
Sun Oil Co., Philadelphia 3, Pa. 


Griffin, Robert Emmett 
148-L Howard Drive, Bergenfield, N. J. 
Grossman, Robert B. 
Holly Manufacturing Co., Pasadena 2, California 
Haggerty, Marilyn Anne 
F. C, Huyck & Sons, Kenwood Mills, New York, 
N. Y. 
Halperin, Edward R. 
438 South Hill Street, Los Angeles 13, Calif. 
Harris, Bernard 
Utility Appliance Corp., Beverly Hills, Calif. 
Harris, Donald S. 
Gaines Division, General Foods Corp., Kankakee, 
Illinois 
Harris, M. Leslie 
140 Chancellor Avenue, Newark 8, N. J. 
Harriss, M. Kirtley 
Gould, Gleiss & Benn, Inc., Houston 2, Texas 
Hartwell, John M., Jr. 
Ford Division, Ford Motor Co., Detroit, Michigan 
Hastings, George D. 
Ralph H. Jones Company, Cincinnati 2, Ohio 
Hart, Paul J., Jr. 
1051 Newbury Street, Toledo 9, Ohio 
Hay, Donald J. 
University of Illinois, Urbana, Il. 
Heath, Emmett O., Jr. 
19 Baltimore Avenue, Savage, Maryland 
Hempelman, Charles S. 
Jos. Schlitz Brewing Company, Milwaukee 1, Wis- 
consin 
Henry, J. P. 
AMPCO Metal Co., Milwaukee 46, Wisc. 
Hilliker, Clinton H. 
Canadian Industries, Ltd., Montreal, Quebec, 
Canada 
Himes, Shelby D. 
Bailey & Himes, Inc., Champaign, Ill. 
Hoffman, Harry Lee III 
H. Lee Hoffman Advertising, Inc., Baltimore, Md. 
Hoffman, Norman G. 
The Goodyear Tire & Rubber Co., Akron, Ohio 
Horning, Mel T. 
Time, International, Montreal, Quebec, Canada 
Houfek, Lyman J. 
Davee, Koehnlein & Keating, Chicago 2, Illinois 
Humiston, Charles E. 
Prudential Ins. Co., of America, Newark 1, New 
Jersey 
Hunt, Truman L. 
The Fafnir Bearing Co., New Britain, Conn. 
Hutchinson, James L. 
International Paper Co., New York 17, N. Y. 
Hyman, Jack 
43-31—45th Street, Long Island City, N. Y. 
James, Daniel J. 
University of Illinois, Urbana, Ill. 
Johnson, Hollis V. 
A. C. Nielsen Company, Chicago 15, Ill. 
Johnston, Norman A. 
Consolidated Press, Ltd., Toronto, Ontario, Can- 
ada 
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Kamberg, Burton L. 
11954 Sunshine Terrace, Studio City, California 
Keiss, Hugh L. 
Reuben H. Donnelley Corp., Philadelphia, Pa. 
Kelsey, Charles P. 
Lee Wilson Contracting Co., Cleveland 16, Ohio 
Kent, Cecil C. 
Inventors-for-industry, Inc., New York 23, N. Y. 
Kiddoo, Gordon 
National Research Corp., Cambridge 42, Mass. 
Kopp, Frederick F. 
The International Silver Co., Meriden, Conn. 
Kuvin, Leonard 
18 Stamford Ave., Stamford, Conn. 
La Fontaine, George 
Alexander Murray & Co., Ltd., Montreal, Quebec, 
Canada 
Lapham, Walter A., Jr. 
4 Rainbow Road, Marblehead, Mass. 
Laramy, Jack B. 
Worthington Pump & Machinery Corp., Harrison, 
N. J. 
Lawrence, Carl A. 
424 S. 42nd St., Philadelphia 4, Pa. 
Leisch, Fred K. 
A. C. Nielsen Co., Chicago 45, Ill. 
Livingston, Don A. 
Monsanto Chemical Co., St. Louis, Mo. 
Long, Donald M. 
913—6th Avenue, Worthington, Minn. 
Lund, Ronald C. 
Howard J. Ryan & Son, Seattle 1, Washington 
McClure, Robert 
The Miami Margerine Co., Cincinnati 2, Ohio 
McCracken, Robert H.., Jr. 
United States Steel Co., Room 3510, Pittsburgh 
30, Pa. 
McCumber, Dean R. 
Eisner Grocery Co., Champaign, IIl. 
McGowan, Myles J. 
Beverage Research Bureau, Chicago, Ill. 
McGrath, Edmund Quirk 
Automotive Gear Co., Detroit 10, Mich. 
McInnes, Rev. William, S. J. 
30 West 16th Street, New York 11, N. Y. 
McKinnon, Stewart M. 
231 Pasadena, Akron, Ohio 
MacDonald, John 
Johnson & Johnson, Ltd., Montreal 4, Quebec, 
Canada 
Mack, Robert S. 
4800 Dorchester Ave., Chicago 15, Ill. 
Mackey, Walter I. 
The Cramer-Krassolt Co., Milwaukee 2, Wisconsin 
Mahoney, William H., Jr. } 
6220 Jefferson Street, Philadelphia 31, Pa. 
Malinowski, Zenon S. 
School of Business Adminis., Univ. of Conn., 
Storrs, Conn. 
Malone, Norman E. 
Norman Malone & Associates, Akron, Ohio 


Marquardt, Walter H. 

Ross Federal Research Corp., New York, N. Y. 
Mason, J. K. 

Spitzer & Mills, Ltd., Toronto, Ontario, Canada 
Meagher, Edward A. 

Personal Products Corp., Milltown, N. J. 
Mehren, Richard J. 

Affiliated Gas Equip., Inc., Monrovia, Calif. 
Miller, Harold Johnson 

154 E. Oakland Avenue, Columbus 2, Ohio 
Miller, Richard A. 

Stokely-VanCamp, Inc., Indianapolis 6, Ind. 
Mitchell, John M. 

Aluminum Co. of America, Pittsburgh 19, Pa. 
Moore, Charles 

Mallinckrodt Chemical Works, St. Louis 7, Mo. 
Morgan, Arthur E. 

Cutler-Hammer, Inc., Milwaukee 1, Wisconsin 
Morgasen, Gerald 

1736 Gerritsen Ave., Brooklyn 29, N. Y. 
Moye, Doyle G. 

U. S. Steel Co., Pittsburgh, Pa. 
Musgrave, William G. 

Keystone Custodian Funds, Boston 9, Mass. 
Myles, John G. 

Gruneau Research, Ltd., Toronto, Ontario, Can- 

ada 

Newlin, Stanley A. 

The John Shillito Company, Cincinnati 2, Ohio 
Nickolas, Nicholas J. 

609 W. 115th Street, New York 25, N. Y. 
Oakland, Ronald H. 

Buchanan Thomas Advertising Co., Omaha, Ne- 

braska 

Odell, Elliott D. 

Farm Journal, New York 17, N. Y. 
Ogden, Robert B. 

Elliott-Haynes Ltd., Toronto 6, Ontario, Canada 
O’Hallaren, Dean 

1727 Mannheim Road, Des Plaines, Ill. 
O'Keefe, James 

g Governor Street, Ridgefield, Conn. 
Olie, Conrad H. 

94A Iozia Terrace, East Paterson, New Jersey 
Oliver, Robert E. 

Columbia Steel Company, San Francisco 6, Calif. 
Olson, Harold G. 

Walker Mfg. Co., Racine, Wisconsin 
Ott, L. Gerald 

182814 College Ave., Quincy, Ill. 
Paalborg, Paul B. 

V-Line Clothes Company, Philadelphia go, Pa. 
Parcher, James H. 

Van Sciver, Parcher & Falk, Philadelphia 7, Pa. 
Parsch, Carl J. 

Bingham Advertising, Detroit 26, Mich. 
Parsons, Geddes 

P & F Corbin Division, New Britain, Conn. 
Pavlicek, George 

400 East 59th Street, New York 22, N. Y. 
Pease, Robert W. 

126 Grant Avenue, Bellevue, Pittsburgh 2, Pa. 
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Perilstein, Edgar P. Shepherd, J. H. 
H. Perilstein, Philadelphia 46, Pa. National Breweries, Ltd., Montreal, Quebec, Can- 
Peschel, Gerhardt C. ada 
7613 Poe Ave., Detroit 6, Mich. Shepherd, Hilton D. 
Peterson, Edward H. Shepherd Associates, Ft. Worth, Texas 
Magnus Chemical Co., Inc., Garwood, N. J. Shoemaker, G. R. 
Phelan, G. S. General Electric Co., St. Louis 2, Mo. 
The Texas Co., Wilmington 397, Calif. Silber, Sam L. 
Phillips, Cecil B. Silber’s Bakery, Inc., Baltimore, Md. 
Tracey-Locke Co., Inc., Dallas 1, Texas Silberman, Samuel 
Pecorini, Rudolph 1425 Sherwin Ave., Chicago 26, Ill. 
Chelsea Hotel, New York 11, N. Y. Silverman, Seymour 
Purton, Thomas A., Jr. 133 Cambridge St., Syracuse, N. Y. 
General Electric Co., Seattle, Wash. Simon, James H. 
Rasmussen, Arthur E. Simon Distributing Corp., Washington, D. C. a 
Congoleum Nairn, Inc., Kearny, N. J. Simmons, R. H. fe 
Rayce, Robert P. The Arrow-Hart & Hegenan Elec. Co., Hartford 6, o 
758 W. Neldome St., Altadena, Calif. Conn. F 
Reck, Dickson Singleton, John F. 
University of California, Berkeley 4, Calif. Puck—The Comic Weekly, Chicago 6, Ill. . 
Riemann, Peggy E. Skuce, Walter C. ze 
Campbell-Mithun, Inc., Chicago 11, Til. Owens-Corning Fiberglas Corp., Toledo 1, Ohio . 
Robertson, Stanley M. II Smith, Thomas R. ; 
Esso Standard Oil Company, Baltimore 3, Mary- 6038 N. Rockwell St., Chicago 45, Ill. ° 
land Smokler, Bert 
- Roleson, N. F. 7425 Byron Ave., Miami Beach, Fla. 
Nash Motors Division, Nash-Kelvinator Corp., De- Smythe, Gloria Patricia : 
troit 32, Michigan McCann-Erickson, Inc., New York 18, N. Y. % 
Ross, David Campbell Sokolik, Stanley L. 
aye ‘ Ohio State University, Columb Ohi 
Shell Oil Co., Mogodore, Ohio 
Rowe, R.C. Springer, Kenneth : 
e- National Business Publications, Ltd., Gardenvale, F. D. #1, Ousian, Indlens 
Quebec, Canada teinman, Robert 
. 17 Orchard Street, Shelton, Conn. 
Ruff, James Stock, J. Stevens 
2206 Barkley Place, South Bend 16, Ind. McCann-Erickson, Inc., Chicago 4, Ill. 
Ryan, J. Anthony Stokes, David E 
la 125 Greenway E. New Hyde Park, Long ; F. J. Stokes Machine Company, Philadelphia 20, 
New York Pa. 
Sandkam, Shirley ; Stubinger, F. Bradley, Jr. 
Elrick, Lavidge & Co., Chicago 3, Ill. Melvin F, Hall po Agency, Inc., Buffalo 
Satola, Edward L. 2, New York 
Nordberg Manufacturing Co., Milwaukee, Wis- gummerfield, Jerry G. 
consin 342 Roseland Place, Memphis, Tenn. y 
Schaen, Laurence L. Sundberg, Paul L. 
if. 164-03—89th Ave., Jamaica 3, N. Y. g111 East Marion St., Seattle 22, Wash. 


Schuck, Richard N. 
1502 Union Street, Apt. #4, Schenectady, New York 
Schuster, Kenneth C. 
Andrew Jergens Co., Cincinnati 14, Ohio 
Scovel, Victor L. 
College of Commerce, Univ. of Wyoming, Lara- 
mie, Wyoming 
Shank, M. E. 
226 N. Harmony St., Medina, Ohio 
Sharpless, E. J. 
Concord Foods, Inc., Concordville, Penna. 
Shea, Albert A. 
Core-Communications Research, Toronto 5, On- 
tario, Canada 
Sheehan, Timothy C. 
2550 Bathurst, Toronto, Ont., Canada 


Taylor, B. C. 

Bank of America, San Francisco, Calif. 
Taylor, Richard S. 

Anheuser-Busch, Inc., St. Louis, Mo. 
Tener, A. J. 

Perfection Stove Co., Cleveland 4, Ohio 
Tobin, William J. 

New York Herald Tribune, New York 18, N. Y. 
Toothman, James S. 

Burke’s Freezer Center, Seattle 22, Washington 
Towers, Donald C. . 

Box 4066 Village Station, Los Angeles 24, Calif. 
Trainor, Maurice J. 

603 South Layton Blvd., Milwaukee 15, Wisc. 
Trillich, Bertram L., Jr. 

364 King Ave., Columbus 1, Ohio 
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Tysenn, Anthony J. 
Kaylo Div., Owens-Ill. Glass Co., Philadelphia, Pa. 
Van Meter, J. A. 
1202 N. Walnut, Champaign, Illinois 
Van Sciver, Edwin R. 
Philco Corp., Philadelphia 34, Pa. 
Wadell, James W. 
Brown-Forman Distillers Corp., Louisville, Ken- 
tucky 
Wagman, Howard 
Merion Gardens Apts., Merion, Penn. 
Walker, John P. 
Roche, Williams & Cleary, Inc., Chicago 3, Illinois 
Walker, Kenneth R. 
Hagan Corporation, Pittsburgh 22, Pa. 
Walton, George W., Jr. 
McCann-Erickson, Inc., New York 20, N. Y. 
Weimer, Harvey E. 
6153 Benneville St., Cincinnati 30, Ohio 
Westfall, Frederick O. 
The Celotex Corp., Chicago 3, Ill. 


Wheeler, William B. 

Wyandotte Chemicals Corp., Wyandotte, Mich. 
Whitlock, Olivia Vera 

4660 St. Ferdinand, St. Louis, Mo. 
Whitman, H. M. 

Curtis 1000, Inc., Hartford, Conn. 
Whittaker, Alfred A. 

Benton & Bowles, Inc., New York, N. Y. 
Wilkins, Raymond E. 

Firestone Tire & Rubber, Akron, Ohio 
Wilkinson, James D. 

Soule Steel Co., San Francisco, Calif. 
Williams, Wayne G. 

Raymond Loewy Associates, Chicago 11, Ill. 
Wolf, Donald E. 

4731 Elm Street, Downers Grove, Ill. 
Wolman, Beverly 

522 Florence Ave., Philadelphia, Pa. 
Wood, Clifford J. 

Hotpoint, Inc., Chicago 44, Ill. 


Recent issues of THE JOURNAL OF MARKETING contain the following articles on the 
Place and Value of Marketing Research. Any issue may be pur d at $1 per 
copy. Address order to American Marketing Association, 1525 East 53rd Street, 
| Chicago 15, Illinois 
‘ Vol. No. 

Major Areas for Marketing Research 

by Charles Phillips xI 1 
Toward a Solution of the “Cheater Problem” among Part-Time Re- 

search Investigators 

by Archibald S. Bennett xl 4 
Opportunities in Market Research 

by Charles Dirksen & Lewis Forman 1 
Needed: A Broader Concept of Marketing Research 

by A. B. Blankenship xII 3 
A Management Audit of Marketing Research 

by Robert E. Sessions xIV 4 
The Social Obligations of Marketing Research 

by Ferdinand F. Mauser 
Does Marketing Research Know its own Market 

by Harry Bund as 
Relationship of Buyer and Seller of Research 

by Franklin B. Satterthwaite xv 38 
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JOURNAL OF THE 
AMERICAN STATISTICAL ASSOCIATION 


1108 16th St., N. W. Washington 6, D. C. VOL. 47 NO. 258 
Classification and Analysis of Partially Balanced Incomplete Block Designs with Two Associate 

Replacing Variables in Correlation Problems ...............-cccccccesscscccscccceceess Vincent I. West 
Operating Characteristics for Tests of the Stability of a Normal Population .......... John E. Walsh 
Estimating the Product of Several Random Variables .................20cceceeeeeeeeees G. D. Shellard 
Some Principles of Processing Census and Survey Data ....... Robert B. Voight and Martin Kriesberg 
Short-cut Methods of Estimating County Population ...................eccececeeeeee Robert C. Schmitt 
Factors in the Accumulation of Social Statistics ...............ceccocccceccecccecccces Solomon Fabricant 
Comparison of Selected Measures of Ability of Communities to Bear Tax 

A Critical Evaluation of Available Agricultural Statistics ...............0ccccceecseseees Ivan M. Lee 
Prepaid Medical Care as a Source of Morbidity Data ...............cccccceeeeeecues Neva R. Deardorft 
Some Cases in Which Yates’ Correction Should not be Applied...................... Edwin L. Crow 
Book Reviews 


THE AMERICAN STATISTICAL ASSOCIATION 
INVITES AS MEMBERS ALL PERSONS INTERESTED IN: 


1. Development of new theory and method 


2. Improvement of basic statistical data 
A S A 3. Application of statistical methods to practical prob- 
lems 


Recent issues of the Journal of Marketing 


Contain the following articles on 


AGRICULTURAL MARKET 


Any issue may be purchased at $1 per copy ae 


Vel. No 
Consumer Packaging of Fruits and Vegetables in California 
by G. L. Mehren XII 3 
The Present Status of Frozen Food — 
by Minnie B. Tracey XIII 4 
Some International Angles on Postwar Agricultural Trade 
by A. Rex Johnson XI 2 
The Establishment of Business Research Programs with Special 
Reference to Farmer’s Regional Purchasing Associations 
by Martin A. Abrahamsen XII 8 
Address order to 
AMERICAN MARKETING ASSOCIATION 
1525 East 53rd Street Chicago 15, Illinois 
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LABORATORY 
WORK 


Selling Research’s reputation for 
accuracy has been earned largely 
because of the reliable store-audit 
techniques developed and proved 
‘in its continuing laboratory work. 


WV Control systems, personnel train- 
ing, traveling supervisors and a 
system of double checks make it 


possible to guarantee accuracy. 


It is for these rea- 
sons that Selling Re- 
search is “tops” with 
the nation’s top re- 

oy search directors in 
food, drug, toiletry, 
confectionery and 


appliance fields. 


92 Liberty Street, New York 6, N.Y. Gelli ng Research F | nc. 
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Public Relations — 


PRINCIPLES AND PROBLEMS 


By 
BERTRAND R. CANFIELD 
Director, Distribution Division, Babson Institute 


Tlow 
Available 


RICHARD D. IRWIN 
INC. 


HOMEWOOD, ILL. 


This new text is distinguished by its comprehensive- 
ness and its practical emphasis. Every phase of public 
relations is covered, including many topics not found 
in other texts. The book will include, for the first time 
in any public relations text, problems in the practical 
application of the principles discussed. Scattered 
throughout the book is practical material contributed 
by leading corporations and organizations. This ma- 
terial shows how various national businesses plan, or- 
ganize, and execute their public relations program. 


One of the important features of the book is the 
combination of principles with practical problems in- 
volving planning and executing public relations pro- 
grams. Each chapter contains a complete description of 
the principles of effective relations with each public— 
employee, stockholder, consumer, community, trade 
and professional associations, distributor-dealer, sup- 
plier, social public, educational, government, inter- 
national, and press. Following each chapter are two 
realistic cases which give the students an opportunity 
to apply the principles in solving a specific public re- 
lations problem of a typical business or noncommer- 
cial organization. Each problem is followed by a list 
of questions, based on the principles of the chapter, to 
guide students in preparing a sound solution to the 
problems and to test their judgment. 


The organization of the text is logical and has been 
tested in the classroom for four years. Students as well 
as instructors will appreciate the clear and concise style 
of writing. 


Examination Copies Available Upon Request 
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Your “ACE IN THE HOLE” 
4 for Marketing Research Tabulations... 


With the largest and most diversified independent punched card 
tabulating service in the country, STATISTICAL can give you the 


personal service you want on marketing research tabulations. 
Coding and editing, punching, verification, preparation of tables, 
tabulating, percentaging, and typing—every phase of the job is q 
handled quickly and accurately —without your having to bother 


with hiring and training or worry about equipment standing idle, 
overtime, etc. 


In any emergency, and for your regular requirements, you'll 


find this experienced organization your “‘ace in the hole’’ for 


marketing research tabulations. Phone or write our nearest office 
for full details. 


STATISTICAL TABULATIN 6 COMPANY 


Chicago 4, Ill., 53 West Jackson Blud. — Phone HA 7-2700 + New York 4, N.Y., 89 Broad St. — 
Phone WH 3-8383 + Newark 2, N. J., National Newark Bldg. — Phone MA 3-7636 
St. Louis 1, Mo., 411 North Tenth Street — Phone CH 5284 
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MARKET RESEARCH TABULATIONS 
COMPILED, AND MADE READY 
FOR CHARTING... 


QUICK AS A 


"You. can res: at: case when you turn over your survey 


sl figures to us. 

% You see, the figures we send back to you are ready for 

“7 charting, There’s no unnecessary delay. No transcribing Questionnaires for Research on 
4 into a formula is required. | Markets, Products, Public Opinion, 
2 and Industrial Relations 

8 Furthermore, you get your figures exactly as you want | * 

them, when you want them. You can have them quick as [| Clrculetions, ‘Radia 


a bunny, if necessary. TV Network Coverages 


* 


We have the high-speed tabulating machines and the 
experienced personnel to do a most competent job for Readership Studies—Magazines, 
you. Many 4-A agencies, radio-TV people and publishing Newspapers 

houses have relied on us for years. * 


Marketing Indices, Sales Potentials 
May we put our knowledge of market research problems 


to work for your organization? 


Recording & Statistical Corporation 


Chicago 


100 Sixth Avenue, New York 13, N.Y. WOrth 48326 
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THE RETAIL INVENTORY METHOD AND LIFO 


By Matcoim P. McNam and Anita C..HersuM, Harvard University. With the assistance of H. L. 
Kiemuavs, Harvard University. 441 pages, $7.50 ; 


This exceptional new book brings together for the first time an exposition of retail merchandising ac- 
counting, proceeding from elementary retail arithmetic through the complexities of inventory valuation at 
both Fifo and Lifo under varying sets of circumstances; a survey of the historical development, both of 
the retail method and the principal retail applications of Lifo; an explicit statement of computations 
and procedures; and an examination of problems encountered in operation. 


ECONOMIC DEVELOPMENT OF THE UNITED STATES 
By J. R. Crar, University of Louisville. Ready in August 


A text for one-semester college courses in economic history of the U.S. The topical approach is used for 
the period to 1860; the chronological approach is followed thereafter. The student is introduced to the 
Subject through consideration of the characteristics of the American economic system, its advantages, 
shortcomings, and peculiarities. Subsequent chapters trace the rise of American economic life from the 
period of discovery and exploration to the Korean War and remobilization.- 


CONSUMER PROBLEMS 
By Arcu W. Troetsrrur, Stephens College. Ready in August 


A practical and informative text, designed to train students for more effective personal, family, and group 
living. Emphasis is not on economics, but rather on the basic, general information necessary for an en- 
lightened insight into consumer problems. Thus, in addition to the economic aspects of the subject, ma- 
terial is drawn from the fields of psychology, nutrition, government at all levels, sociology, and home- 


“HOW TO WRITE ADVERTISING THAT SELLS. New 2nd Edition 


By Cryve Beveit, Advertising Educator and Consultant; Lecturer, Northwestern University. Ready 
in June 
This new and revised second edition presents the reader with a systematic approach to creative advertis- 
ing. This is a practical manual for the student, discussing in detail the problems of the advertising copy- 
writer, the tools with which he works, the elements of selling strategy and the methods of applying them 
to produce effective advertisements. All material has been brought completely up to date. 


AGRICULTURAL MARKETING 
By F. L. THomsen, Executive Vice President, Commodity Marketing Corp., N. Y. 481 pages, $6.00. 


This text contains a wealth of factual material and clearly presented analyses of major marketing prob- 
lems, The traditional descriptive classification of marketing functions has been minimized, leaving room 
for More constructive analysis than is found in other texts. The discussion begins with a profusely illus- 
trated description of consumers of farm products, and of the locational and seasonal aspects of agricul- 
tural production. Then follows an analysis of the marketing system, including agencies, channels, proc- 
esses, and services. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, INC. 
330 WEST 42nd STREET, NEW YORK 36, N. Y. 
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